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\bbott is a ghbal, broad-baseo health care company
hat discovers, develops, manufactures and markets
roducts thatjspan the continuum of carg — from
weveniion arjd diagnosis to treatment and cure.
\bbott's prindipal businesses include medical products,
ncluding devices, diagnostic tests and instruments,
wtritional prdducts for children and adults, and
sharmaceuticals. Headquartered in north suburban
Shicago, Abbbit serves customers in more than 130
sountries, with a staff of 65,000 at more than 100
nanufactusing, distribution, research and development,
and other locgtions.
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On the cover:JAntonio Brea Cardenas « Spain « Xence V

Aftar Antonio Brea Cardenas suffered a heart attack, his doctors
used Xience V|Abbott's next-generation drug-eluting stent, to treat
his arterial blogkage.

unched i Eyrope and Asia in 2006,




vascular

Abbott 2006 Annual Report

Miles D. White
Chairman of the Board and
Chief Executive Officer

Richard A. Gonzalez
President and
Chief Operating Officer

Miles White {left) and Rick Gonzalez

{right) attended the 2006 Transcatheter
Cardiovascular Therapeutics medical meeting
in Washington, D.C. At the mesting, Abbott
Vascular showcased a broad portfolio of
leading products, including Xence V, Abbott’s
drug-eluting stent, which launched in Europe
and Asia in October 2006,

Dear Fellow Shareholder: 2006 was a highly productive
and successful year for Abbott. Seen in the context of
the long-term growth strategy we’ve been executing,

it was a watershed year. Our company has a clear and
compelling investment identity and is ready to deliver
double-digit growth-in the years ahead.
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Advancing Abbott:

a sirateg ¢ Entering vascular care
resha.pmq.qf > Knoll Pharmaceuticals
our diversified acquisition

business Adding biologics expertise

and Humira

> Perclose acquisition

> TheraSense acquisition

> Hospira spinoff
Creating a new hospital
products leader

2000 oo

Solidifying diabetes care leadership

20200000000

For the past eight years, we've worked consistently not only to
ensure Adbott's future, but also to elevate and accelerate it. Our
goal has been to make Abbott a more competitive company that
is capable of higher growth over the long term. As a result of our
strategic actions, Abbott is stronger today than it has been in
more then a decade.

We've warked steadily to make Abbott a company with a straight-
forward husiness model that can deliver sustained, high-quality
growth. fo that end, we've built a richer mix of businesses that
compete in attractive markets where medical innovation wins and
where rr arket leadership ensures a commensurate level of financial
return. Trrough this change process, we've amassed greater depth
within ez.ch of the major businesses that form our diverse frame-
wark: madical products, nutritional products and pharmaceuticals.

The changes we've made over this period have significantly
strengtrened Abbott's core investment identity as a balanced,
broad-tased health care company built for sustainable double-
digit earnings-per-share performance.

Today's Abbott: historical sales growth

{dotiars in bifions) $19.7
$17.5
5156
$12.1 $137
$10.9 :
B . .
2000 2001 2002 2003 2004 2005 2006
Sales crowth year over year
1.6% 243% 11.0% 136% 13.7% 11.8% 12.6%

Sales exc uding the announced divestiture of the diagnostics businesses and Boehringer
Ingelheim products. For sales including these items see page 74.

Medical Products

Our medical products business has undergone an almost
complete transformation over the past eight years. In 1899,
the elements of this business included our hospital products
business and our core laboratory diagnostics business.

We spun off the hospital products business as Hospira in 2004,
in the first quarter of 2007, we agreed to divest the core lab-
oratory diagnostics business to General Electric Co. (GE) for
$8.13 billion.

The sale of the core laboratory diagnostics business was
compelled by the steady changes in that market over the past
decade. Abbott Diagnostics grew when innovation in this
business was about developing the best new tests.

In the future, innovation in this segment will be driven by automa-
tion, system integration and a host of skills that GE can offer. As
part of GE, Abbott's core laboratory diagnostics and peint-of-care
businesses will be powerlully positioned to sustain and extend
their market success. This agreement did not include our other
diagnostics businesses, Diabetes Care and Molecular Diagnostics.

As with the spinoff of Hospira, this strategic move allows Abbott
lo concentrate our attention and resources on what we do best:
high-growth businesses that are focused on continued innovation
for the patient.

These are precisely the kinds of businesses that Abbott has added
to its medical products portfolio over the past eight years, culmin-
ating with last year's acquisition of the vascular and endovascular
businesses of the former Guidant Corp. This acquisition not only
propelled Abott to the forefront of the vascular care business, but
it also fulfilled a strategy we'd pursued since we acquired Perclose
Inc. in 1999,
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2006 B3 Abbott Nutntlon International
Targeting our efforts on
emerging markets

2220000000 030U0E00000I0A0E00R00000000000000000006000080 Y, QLELLB00aEeaTTD £000000000000000000020030D, @eesaral

LI > Kos Pharmaceuticals acquisition : Abbott today
Expanding our on-market presence : a portfotio of well-
and pipeline in lipid management balanced, higher-

growth, technology-
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O > Guidant vascular acquisition
Propelling Abbott to the
forefront of vascular care

g > Core lab diagnostics divestiture
Sharpening our focus on
innovation-driven businesses
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Our intention then was to achieve exactly the kind of position we
hold today. Our initial investrments provided us a foothold in one
of the largest and most attractive segments of health care. With
the addition of Guidant, we achieved the position we envisioned
at the outset.

Today, we're the third largest player in the vascular care market.
We intend and expect to be a market leader in the years ahead.
We're also the leading supplier of carotid stents and metallic
stents, and in October 2006 saw the launch in Europe and Asia
of a new drug-eluting stent, Xience V, which studies show may
be a significant advancement. We have the industry’s largest
vascutar sales force, one of the largest and most productive
vascular research and development (R&D) organizations and a
rich new-praduct pipeline, including a breakthrough technology
that we think represents the future of this market: bioabsorbable
stents, which are designed to be naturally absorbed by the body.

The building of our vascular business perfectly exemplifies our
strategy: We identified a large market with great potential for
profitable growth, we entered it by acquiring a small company that
had developed superior new technology, and we deliberately and

methodically built a leader on that base. This is a model that works.

Nufritional Products

Our nutritional products business brings an altogether different
dimension to our portfolio. This business offers little risk relative
to its potential. In the United States, the nutrition market is largely
mature but offers room for innovative new products that have
relatively low research and regulatory hurdles.

Outside the United States, on the other hand, large, profitable
and fast-growing markets from China to Latin America are open-
ing up to the nutrition business. What we see in these emerging
economies is that as personal incomes improve, people want to

ensure supericr nutrition for their children. That's providing great
growth for core Abbott products such as Simifac Advance, sales
of which grew nearly 70 percent last year in China and more than
20 percent throughout Latin America. In 2006, we launched
Abbott Nutrition International as a stand-alone division to capture
outstanding opportunities like these. We also globalized our
nutritional products supply chain and our R&D efforts to ensure
our ability to keep competing successiully in these emerging
growth markets.

Pharmaceuticals

In 20086, this business continued to be driven by the growth of
our leading brands: Kaletra, the world’s number-one HiV protease
inhibitor; Depakote, our neuroscience treatment for mania in
bipolar disorder, certain types of epilepsy and the prevention of
migraine headaches; TriCor, our medication for management of
triglycerides and cholesterol; and Humira, our flagship biologic
medication that became Abbott's first $2 billion brand.

Humira came to Abbott through our acquisition of Knoll Pharma-
ceuticals in 2001. Last year, we took another large step to
maintain our internal balance and to ensure our near-term future
in this important business: our acquisition of Kos Pharmaceuticals
Inc. Kos significantly expands our franchise in lipid management.
At nearty $20 billion, it’s the largest pharmaceutical market and
an area of growing interest for us. Kos also complemented our
agreement with AstraZeneca PLC to coformulate its Crestor with
an Abbott compound to address total lipid control in a single pill.
Again, our strategy is to bring superior new technologies to
markets that reward innovation and offer opportunity for growth.
The excellent late-stage pipeline we acquired with Kos will help
maintain our new phamaceutical product flow in the near term;
for the long term, we're working to strengthen our R&D capability
to provide a sustainable pharmaceutical pipeline going forward.
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Operating cash flow

Research & development

Cash dividends per share

{dollars in hifions] {dollars irv bitions) {in dollars per share)
$1.18
$5.3
$5.0 $2.3
$4.3 $1.7 $1.8 $1.10
2004 20(?)5 2006 2004 2005 2006 2004 2005 2006

Delivering Res Jits

The proof of aur growth strategy is in the results we've delivered
in recent yea s. In 2008, we continued to pay down debt, buy
back shares and increase our investment in R&D and commercial
infrastructure to support future growth. In October, the board of
directors autherized a new program to repurchase up to $2.5
billion of our zommon stock. Dividends increased for the 34th
consecutive 'ear, allowing us to deliver a total return to share-
holders of 27 percent. And our operating cash flow grew to

a record $5.4 bilion. We remain commitied to improving our
gross margir to deliver even better results in the future.

A company’s success, of course, is a function and reflection

of the people who make it work. The 65,000 Abbott people around
the world pe-formed with their customary skill and dedication to
our company and its purpose. And we continued to build our
management team o meet the shifting needs of the market and
our organization.

I'd also like 1o recognize the 12,000 people of the Abbott
Diagnostics :aind Abbott Point of Care divisions, who will be leaving
us to join GE:. Diagnostics is a great and proud part of Abbott's
history. Thes e colleagues saw their business through changing
conditions to detiver market-leading growth in 2006. We thank
them for the r many contributions and wish them all the best.

On the Move

As 2006 cle aly demonstrated, Abbott is a company on the move
Our accomplishments last year and the success of our long-term
strategy ma Je 2006 one of the most satisfying years for me
personally s nce | becarme Abbott's CEO, eight years ago.

As a result of the growth strategy we've executed, today's Abbott
has the size and scope, the competitive desire and the ability to win
in the health care marketptace — and to do so despite the chal-
lenges in our business environment. We're positioned to address
the needs of the next generation of patients and to help manage
the future of health care with breakthrough medical technologies.

Today's Abbott is a uniquely well-balanced company, with leader-
ship positions in each of three great and essential businesses:
medical products, nutritional products and pharmaceuticals.
We've built a rich and varied portfolio to increase our range of
opportunities and limit risk to our overall performance. We've
strengthened that base with a heightened emphasis on techno-
logical innovation, developed both within and outside of Abbott.

Our work is never done, of course, and we remain highly ambi-
tious to pursue our growth strategy to still greater success ahead.
But in 2006, we made major strides toward advancing Abbott's
business and its investrment identity to the strong and promising
position we’ve desired and worked for over the years. Today, all
of our businesses match the high-performance profile we've built
toward and provide a strong and productive template for future
building and future growth. No other health care company today
is more ready than Abbott to deliver results for patients, for share-
holders and for all the people it serves.

Miles D. White

Chairman of the Board and Chief Executive Officer
March 1, 2007
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In 2006, we delivered strong financial resuits, reflecting the
actions we’ve taken to build a portfolio of well-balanced,
higher-growth, technology-driven businesses that deliver
consistent double-digit performance.

Medical Products Nutritional Products Pharmaceuticals
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Market

Prasence and

Serving customers in more

Potential

than 130 countries, Abbott’s

presence is as broad as
the markets it serves.
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We have the potential to achieve leadership positions across
a growing number of important areas — from vascular care
to nutrition to cholesterol management — creating a strong
foundation for continued growth.

Represents Abboti's
major facilities worldwide.
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Innovation and Impact

Based on real- ime PCR {polymerase chain reaction) technology
for disease detaction and monitoring, the m2000, a fully automated

system, repres nts the future of molecular diagnostics testing.

Abbott scientists are developing new ways
to manage digbetes better, diagnose
diseases faster, preserve spine mobility
and improve vascular care.

Diabetes Care

In diabetes care, we are developing new
products that reduce the pain and incon-
venience of blbod glucose monitoring. This
includes the FreeStyle Navigator Continuous
Glucose Moni‘oring System, an investiga-
tional device that is designed to measure
glucose Ievels?every minute to allow patients
to monitor the'r diabetes more closely. Also
in developmerit is an all-in-one glucose
monitoring systern that combines a glucose
meter, test strips and lancing capabilities in
one device.

10

Molecular Diagnostics

In diagnostics, we continue to make
advancements in molecular testing, which
have dermonstraied advantages in detection,
the selection of appropriate therapies and
improved monitoring of disease progression.
Included in our molecular diagnostics pipeline
are real-time PCR {polymerase chain reaction)
tests for infectious diseases and cancer.

Spine

We are committed to improving the stan-
dard of care with product innovations that
correct abnormal spinal curvatures, including
scoliosis, and address problems caused by
traumatic spine injury. Additional technologies
in the pipeline, such as the Wallis Systern,
address motion preservation and dynamic
stabilization of the spine — areas that are the
future of spine care.

£

Abbott's cutting-edge vascular product pipeline includes key
development programs in next-generation drug-eluting stents.

Vascular

Beyond our drug-eluting stent, Xience V,

we have a robust portfolio of cutting-edge
vascular developrment programs. Abbott

is developing next-generation drug-eluting
stents to address more complex vascular
disease. We are the first to develop and
evaluate in clinical trials a fully bioabsorbable
drug-eluting coronary stent. We are also
studying the role of vulnerable plague, which
could help identify and treat at-risk patients
before a heart attack occurs.
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Combining small molecule and biologic capabilities with advancements
in medical devices, we continue to strengthen our scientific expertise at
Abbott. Our research and development of new technologies for patients

remains the driving force behind Abbott’'s success.

Abbott scientists are studying compounds that target neuronal
nicotinic receptors, which regulate key neurological functions,

such as pain, mood and memory.

Abboit's pharmaceutical research and
development is dedicated to discovering
new treatments in therapeutic areas,
such as cardiovascular disease,
immunology, oncology, neuroscience
and pain ¢are and infectious diseases.

Cardiovascular

We are building on the success of our
triglyceride-reducing fenofibrate, TrCor, with
ABT-335, our next-generation fenofibrate,

in fate-stage trials. With AstraZeneca, we are
codeveloping a statin-fenofibrate combina-
tion product with Crestor and TriCor or ABT-
335 to target HDL, LDL and triglycerides. A
new caplet formulation of Miaspan is under
U.S. FDA review for primarily raising HOL,
and we are working on a statin-combination
epportunity with Miaspan called Simcor.

immunoiogy

fn immunology, Abbott scientists continue
to research and develop biologic treatments
for autoimmune diseases. Humira continues
in late-stage development for psoriasis,
juvenile rheumatoid arthritis and ulcerative
colitis. ABT-874 is a biologic being evaluated
for psoriasis and Crohn's disease.

Oncology

In our oncology pipeline, there are a number
of breakthrough therapies being investi-
gated to treat various forms of cancer. One
in earlier stages, known as a Bcl-2 family
inhibitor, is designed to kill tumors such as
lymphomas. Another compound is designed

to prevent DNA repair in cancer cells to stop

the disease from progressing.

An Abbott scientist uses state-of-the-art tools to measure cellular
responses to compounds in drug discovery.

Neuroscience and Pain Care

In neuroscience and pain care, a
controlled-release form of Vicodin is

in Phase Il development for moderate

1o moderately severe pain. Our scientists
are also researching cutting-edge
¢compounds for schizophrenia, Alzheimer's
disease, attention deficit hyperactivity
disorder (ADHD) and pain.

Additional Therapies in Development
Flutiform is in Phase Il development for
asthma. We are also conducting earty-
stage infectious disease research to
develop protease inhibitors for hepatitis C.
This builds on our foundation in HIV
where Abbott scientists discovered the
protease inhibitor Kaletra,
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2006 Key Highlights

—

o Creited Abbott Nutrition International o Acquired Guidant’s vascular business,
and later globalized our nutrition business which, combined with Abbott’s vascular
to sirengthen our international reach in business, created a leading vascular
rapidly growing markets, such as China, device company.

Souheast Asia and Latin America.
o Launched Humira for ankylosing spondylitis,

o Received U.S. FDA clearance to market a form of arthritis affecting the spine and the third
FreeStyle Freedom, an easy-to-read, new indication for Humira.
easy-to-hold blood glucose meter,
which offers virtually pain-free testing. o Improved convenience with the U.S. launch

of the Humira Pen, a one-touch device that
offers patients an easier way to self-administer
Humira at home just twice a month.
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2006 was & year in which we deliverso strong) performancs and)
leedlership businessss, a
numider of important milsstonss.

o Noi

o Submitted global regulatory applications for o Launched Xience V, our next-generation drug-
the approval of Humira for the treatment eluting stent, in Europe and Asia. Positive clinical
of Crohn’s disease. . results for Xience V demonstrated superiority

| toa leading drug-eluting stent, with respect to

o Announced a collaboration with AstraZeneca the study’s primary endpoint.
to develop a fixed-dose combination
lipid management therapy of Crestor : o Acquired Kos Pharmaceuticals, broadening
and Abbott's TriCor or ABT-335, our next- our presence in cholesterol management with
generation fenofibrate. HDL-raising Niaspan and expanding our

mid- 1o late-stage pipeline.
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Abbott is an innovative leader in the
fast-paced, high-growth medical
technology space. Abbott’s medical
products are advancing disease
diagnosis, diabetes management
and the treatment of vascular disease
and spinal disorders.

Products

Diabetes Care

Precision Xtra, FreeStyle Flash and
FreeStyle Freedom blood glucose
meters offer fast test times and
require tiny blood samples. Precision
Xtrais a home-use meter that alsoe
measures blood ketone levels.

Spine

Ant-Cer, a dynamic cervical plate,
is used in patients to stabilize the
cervical sping. Its unique design

allows natural compression forces
to promote spinal fusion,
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Molecutar Diagnostics

The m2000, an automated instrument
for molecular testing based on real-
time PCR {polymerase chain reaction)
technology, features tests that monitor
chlamydia and gonorrhea, hepatitis C
and HIV viral loads in patients.

Animal Health L

The AlphaTrak Blood Glucose Monitoring
System provides veterinarians with fast,
convenient and accurate bicod glucose
test results for dogs and cats.
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Anatomy of a growth strategy

Abbott edvanced to the forefront of vascular care with the acquisition of Guidant’s vascular
business in 2006. The transaction significantly and immediately expanded our commercial,
manufacturing, and research and development capabilities and built feadership positions
across three distinct businesses — coronary, endovascular and vessel closure.

|

al Products

Abbott Vascular

Xience V
drug-eluting stent



Vascuiar care is one of the most promising

and rapidly growing fields in medical
devices — and the acquisition of Guidant's

vascuiar busingss was a significant advance

toward building a world-class vascular

device company at Abbott. It added a next-

generation drug-eluting stent, Xience V, a

second carotid stent platform and a robust
pipeline lo an already growing base of endo-

vascular and vessel closure lechnologies.

Xac/Acculink

Building Abbott Vascular:

1999 Entered the vascular market
by acquiring the vessel closure
company, Perclose Inc.

2001 Partnered with MediNova Ltd.
to develop carotid stent and
embolic protection products.

2004 Launched the StarClose vessel
closure device.

Xience V

Abbott 20086 Annual Report

2005 Achigved double-digit sales growth

for Abbott Vascular, Launched
the Xact and Emboshield carotid
stent platform.

2006 Acquired Guidant's vascular

business. Achieved more than
$1 billion in annual sales.
Launched Xience Vin Europe
and Asia.

SterClose

Endovascular

Carotid and peripheral stenting

is an emerging frontier of vascular
disease treaiment. Abbott is the

only company offering two distinct
carotid stents and embolic protection
systerns, providing a choice to best
meet patient and physician needs.

Coronary

A leader in interventional cardiclogy,
Abbott offers a complete portfolio

of innovative products for cardio-
vascular disease, including a next-
generation drug-eluting stent,
Xience V. and the market-lgading
metallic stent, Mulfi-Link Vision.

Vessel Closure

Abbott is a pioneer in developing
closure technologies, such as
StarClose, designed 1o Tacilitate
secure closure of the femoral artery
in a matter of seconds.

17
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AcculLink and

Jerry Mellott - Montana

After Jerry Mellott complained of neck pain,
dizziness and hiurred vision, his doctor used
the AccuNet embolic protection device and
Acculink carotid stent to re-establish blood flow
in his clogged carotid artery. With a reduced risk
of stroke, Jerry's enjoying nature in Montana.
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Medical Products: improving patient care with new technologies

In 2006, our medical products business introduced new products

and advanced a pipeline of promising technologies in key high-growth,
technology-driven markets. Most notably, we launched Xience V —

our next-generation drug-eluting stent to treat coronary artery disease —
in Europe and Asia.

Vascular: building a leader and expanding our presence

We increased our presence in the rapidly growing vascular marketplace

in 2006 with the acquisition of Guidant’s coronary and endovascular
businesses, significantly expanding our cormmercial, manufacturing, and
research and development (R&D) capabilities; and creating the world’s largest
vascutar sales force. Guidant added a robust pipeline and a leading product
portfolio, featuring the Xience V Everolimus-Eluting Coronary Stent Systern,
the Mufti-Link Vision metallic stent and a second carotid stent platform.

Drug-eluting stents are tiny metal scaffolds placed in diseased arteries

to keep them open and re-establish blood flow — a treatment alternative
to open-heart surgery. In our coronary business, we launched Xience V

in Europe and Asia. Currently an investigational device in the United States
and Japan, Xience V has been well-received by physicians outside of

the United States for its world-class deliverability, safety profile and
unprecedented efficacy. The results of a recent clinical trial demonstrated
the superiority of Xience V compared with a leading drug-eluting stent

with respect to the study's primary endpoint. Xience V features the market-
leading Mufti-Link Vision coronary stent platform and everclimus, a drug
shown to reduce tissue growth. Beyond Xience V., Abbott Vascular is
developing additional next-generation technologies, such as a bicabsorb-
able drug-eluting stent, which could address clinical challenges that still exist.

Abbott’s endovascular business offers a portfolio of carotid stents,
embolic protection devices, balloons and wires. In this emerging frontier of
vascular disease, Abbott is the only company that offers two carotid stent
platforms — providing physicians with a choice 1o better address patient
needs. Carotid stenting is a less-invasive alternative o surgery for patients
at risk of stroke from a partially blocked carotid artery, the major blood
vessel in the neck that supplies blood to the brain. The Xact and Acoulink
stents are used with the Emboshield and AcculNet embolic protection
devices to catch plague {emboli} fragments that may be released during
the stenting procedure. Abbott continues to research carotid stenting to
expand access to more patients.

Abbott is a pioneer in closure technologies, offering products designed

to facilitate secure closure of the vascular access site following catheter-
izations. StarClose, our novel clip-based technology, closes the femoral
artery securely in a matter of seconds and continues to be well-received
by clinicians worldwide. 19
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Diabetes Care: improving patient comfort and convenience
Abbott has established a leading position in the large and growing blood
glucose monitaring market by recognizing and reducing the discomfort

and inconvanience patients often experience with traditional finger-stick

|
) \ . . . .
testing. We‘ continue to introduce systems that are casier to use, require
smaller blo':)d samples and provide faster results.

In 2006, Atj')bott launched FreeStyle Freedom, an easy-to-read, easy-to-
hold blood 1gluc:ose meter. FreeStyle Freedom features virtually pain-free
testing, usi ‘1g the world's smallest blood sample size. It also offers a fast
five-seconc| test time. Abbott also markets FreaeStyle Flash (FreeStyle
Mini), the world's smallest meter, and Precision Xtra (Precision Optium/
Xceed), a Fome-use meter that measures glucose and ketone lavels.

We continLe to update and refresh our current product lines to further

|
i
1
improve cc‘mfort and convenience for patients.

Looking to ;the future of blood glucose testing, two next-generation prod-
ucts in our Fipeline have the potential to further enhance diabetes manage-
ment. The “reeStyle Navigator Continuous Glucose Monitoring System is

l

designed to measure glucose levels once per minute, 24 hours a day, using

a sensor warn on the body that wirelessly transmits readings to a pager-

like device <ept in a pocket or purse. By supplying patients with maore data

about their glucose levels, FreeStyle Navigator has the potential to improve

diabetes management. We are also developing a fully integrated blood

J

glucose monitoring system that cornbines a glucose meter, test strips and

lancing ca:‘aabilities in one device, enabling simple point-and-click testing.

Molecular Dlagnostics: building leadership by improving testing

Molecular 1liagnostics — the analysis of DNA, RNA and proteins at the
molecular fevei — is a relatively new and fast-growing market. Cur instru-
ments and tests provide physicians with critical information based on
subtle chages in patients’ genes, allowing for earlier diagnosis, selection
of appropr ate therapies and monitoring of disease prograssion.

Abbott’s poduct portfolio includes the m2000, a less labor-intensive,

automatec instrument for molecular testing based on real-time PCR

(polymerasj.e chain reaction) technology. In 2008, we expanded our test-
iNg menu ir;l Europe with a real-time PCR test for chlamydia and gonorrhea,

the two mcst common sexually transmitted diseases in the world. We plan

|
l

system’s growing menu of tests and providing laboratories in Europe
a complete{a menu of infectious disease assays. We anticipate launching

(
the m2000.in the United States in 2007, We are also researching molecular

to launch a'real-time PCR hepatitis B assay in 2007, expanding the m2000

diagnostics for several types of cancer and expect to introduce new tests

\
|
for melanc‘

ma and cervical cancer in Europe in 2007.

20
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FreeStyle Freedom

-~

Rosa Rosen * New York

Diabetes doesn't slow Rosa Rosen down.
FreeStyle Freedom gives her an accurate
reading of her blood glucose levels in

just five seconds, allowing Rosa to spend
mare time working as a diabetes educator,
teaching others about the disease.
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PathFinder
and TraXis

Beth Fitzgerald - Ohio

PathFinder and TraXis, systems for spinai
fusion, enabled Beth Fitzgerald to congquer
chronic back pain. These minimally
invasive technologies dramatically reduced
Beth's recovery time and allowed her

to rediscover her love of competitive
horseback riding.

Abbett 2006 Annual Report

There are approximately 600,000 patients in the United States living with
bladder cancer. Early diagnosis and disease monitoring are key to increas-
ing survival rates. UroVysion, Abbott's molecular test for diagnosing

and monitoring bladder cancer, was recently recognized for its superior
performance compared to conventional testing. UroVysion was found

to be more sensitive in its ability to diagnose certain types of bladder
cancer at an earlier stage.

Last year, our PathVysion HER-2 assay helped give hope to the 20,000
breast cancer patients in the United States who are candidates for
Herceptin, a targeted cancer therapy. PathVysion is a DNA-based test
that detects extra copies of the HER-2/neu gene, identifying which
patients would benefi_t from Herceptin.

Spine: advancing the art and science of spine surgery

Abbott offers innovative devices and implants for the treatment of spinal
disorders, traumatic injuries and deformity. In 2006, we launched the
Harmony Retractor Minimally Invasive Access Systemn, providing surgeons
with customized access to the spine through a tissue-sparing approach.
The Nex-Link System was enhanced, giving surgecns more flexibility

to connect the neck to the upper back area with spinal devices. Additional
commercially available products include Ant-Cer, PathFinder and TraXis.

We’re investing in nenfusion, motion-praserving technologies to better
serve the needs of patients. The Wallis Systern, a dynamic stabilization
device used successiully in Europe, is currently in clinical trials in the
United States. This nonfusion technology is designed to ease lower-back
pain earlier in the continuum of care, while preserving motion in the spine.

Animal Health: building on our core competencies

Abbott continues to apply its fundamental strengths in human health to
advance veterinary medicine. Expanding our presence in the $5 billion
companion animal market by bringing value to smali-animal veterinar-
lans and pet owners is the focus of our growth strategy. In 2008, we
launched the Alphalrak Blood Giucose Monitoring System for cats and
dogs, which, based on our FreeStyle technology, provides a fast, accurate
response with just a tiny blood sample. Our surgical suite product line
addresses veterinary needs in anesthesia, fluid therapy and medical
devices. In animal nutrition, CliniCare offers a balance of vitarmins and
minerals and is ideal for animals that are critically ill or recovering.
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Abbott offers some of the world's most
trusted brands of pediatric and healthy
living nutritional products, including Similac
Advanc?z, Ensure and ZonePerfect. We
also provide medical nutritional products
for patients with special dietary needs due
to injury or illness.

Pediatric Nutrition

Pediatric nutrition includes a broad
line of infant formula products,

such as Simifac Advance, as well as
nutrition sotutions for toddlers and
children, such as NutriPals, Pedia-
Sure and Gain Plus Advance.
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Healthy Living and Medical Nutrition

Healthy fiving and medical nutritional
products include Ensure, ZonePerfect
and Myoaplex brands for healthy, active
adults. Ghcerna is specifically designed
for peaple with diabetes.

Abbott’s U1.8. nuttrition business offers
infants and children a variety of
nutritious products, found in retaif
stores across the country.
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Anatomy of a growth strategy

In the wor d’s most rapidly growing economies, demand for high-quality nutritional products is
rising at an unprecedented pace. To address this emerging need, Abbott created Abbott Nutrition
Internatiorial in 2006, which offers a broad portfolio of formulas, shakes and nutrition and energy
bars to mc‘;et consumers' needs at all stages of life.

|
orlal Products

International
Nutrition
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Rapid population growth and improving economies, especially

in Latin America and Asia, are fueling demand for innovative,
targeted nutrition interventions to aid in health and recovery,

as well as nulritious Snacks for healthy, active consumers. As
personal incomes increase, parents seek better mutrition for
their children and families. As a result, sales of pediatric nutritional
products, such as Similac Advance, have grown significantly.

Abbott 2006 Annual Report

The creation of Abbott Nutrition international attowed us to better
larget our sales and marketing efforts and improve our operating
efficiencies, including improved supply-chain management.

We are achieving strong resuits, with annual sales in China,

for example, increasing more than 100 percent. Sates of Abbott
Nutrition International grew at a double-digit pace in 20086, and
we anticipate a similar level of growth in the coming years.

China and-
Southeast Asia

Latin America

Nutrition Consumer - China Ensure

Emerging Markets

= Yutong Wu was raised on Abbott
nutritional products — as a baby
taking Similac Advance to a 2-year-
old enjoying Gain Plus Advance,

Adult nutritional products are also
growing rapidly internationally,
Ensure provides complete, balanced
nutrition for active adults.

Population growth and improving
economic conditions are increasing
demand for Abbott’s nutritional
products, especially in China,
Southeast Asia and Latin America.
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Nutritional Products
Year in Review

Pediatric Nutrition

&

Yutong Wu - China

Abbott nutritional products have been
an important part of Yutong Wu's life.
Similac Advance, Premitac and Gain
Plus Advance have helped her develop,
grow and prepare for nursery school.

Abbott 2008 Annual Report

Nutritional Products: strengthening our presence worldwide

In 2006, we launched our newest division, Abbott Nutrition International,
to concentrate our sales and marketing efforts on rapidly growing inter-
national markets for nutritionat products, such as Latin America and Asia.
We also introduced new products in the United States, such as Simifac
Organic infant formula and PediaSure NutriPals nutritious shakes and
snack bars.

International Nutrition: responding to a growing market need

With increased demand for nutritional products in countries with improving
economies and growing populations, such as China, Southeast Asia,
Mexico and Venezuela, Abbott created a new division to focus solely

on its international nutrition business. Abbott Nutrition International
ensures our nutritional preducts receive the focus and resources neaded
to aggressively pursue existing and emerging growth opportunities
around the warld. Sales of international nutritional products grew nearly
20 percent in 20086,

Later in the year, we globalized our nutritional business to realign product
R&D, improve operating efficiencies, target sales efforts and focus on
Abbott hallmark brands, such as Similac Advance, Gairt Plus Advance
and Enisure. With better supply-chain management, we have been able
to leverage manufacturing efficiencies and distribute cur products more
effectively. During the year, we began construction of a new manufactur-
ing facility in Singapore that will help ensure we meet the strong future
demand in Asia.

U.S. Nutrition: expanding our trusted brands

The multi-bilicn-dollar U.S. nutrition market is well-established, but there
is still significant opportunity to extend the reach of our well-known and
trusted consumer brands. Based on feedback from our customers, we
redesigned the packaging and labels for our infant autritional products,
making it easier for parents to recognize.

We introduced Sirmilac Organic, the first USDA-certified organic infant
formula from a major brand manufacturer. This new product delivers all the
nutritional benefits of Simdac Advance, including DHA and ARA, nutrients
to help brain and eye development. We also faunched PediaSure NutriPals
shakes and bars, nutritious snacks for active children, NutriFals bars con-
tain about twice the amount of pratein and fiber of the leading bars children
eat, and NutriPals shakes have less sugar than the leading vogurt drinks,

We held a leading position in the healthy living and medical nutrition
segment with products such as Ensure, ZonePerfect, Myoplex and
AdvaniEdge for healthy, active adults, and Glucerna, which has been
specially formulated to help manage blood glucose for people with diabetes.
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Abbott fccuses on breakthrough

science to develop effective treatments

and solve unmet medical needs. We

also continue to pursue new indications

for existirig medications that offer

physiciaris important treatment options.
|

Pharmaceuticals
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TriCor and Niaspan

TriCoris the market-leading
fenofibrate for reducing

high triglycerides, fat found
in the blood that builds

up in the arteries over time.
Maspan primarily raises HDL,
or good cholesterol.
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Kaletra

Kaletrais a leading treat-
ment for HIY. Kaletra
tablets offer patients
improved convenience
without compromising
critical viral suppression.
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Zemplar

Zemplaris a leading treatment for
secondary hyperparathyroidism,

a complication of chronic kidney
disease. Zemplaris offered

=~ intravenously or in capstle form. Depakote’m
— — tivalproex sadigm
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Depakote ER

Depakote ERis & once-daily treatment
for certain types of epilepsy, mania

in bipolar disorder and the prevention
of migraine neadaches.

¢ Omnice
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Synthroid

N
o
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Synthroid is the number-one-
prescribed treatment for thyroid
disease, in conditions where the
thyroid gland does not produce
enough thyreid hormone.
Omnicef
Omnicef, a great-tasting
oral suspension antibiotic,
is offered in a strawberry
cream flavor children prefer.
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Anatomy of a growth strategy

Our 2001 acquisition of Knoll Pharmaceuticals positioned Abbott as a leader in biotechnology
with Humira, a biologic for treating several debilitating autoimmune diseases. Our clinical
developme_lant expertise and superior commercial execution have made Humira one of the
fastest-growing biologics on the market today.




Humira represents a pipeline within a
product, with the potential to treat multivle
autoimmune diseases. It is currently
marketed for rheumatold arthritis (RA),
Dpsoriatic arthritis, ankylosing sponaylitis
{AS) and Crohn’s disease. Since its faunch
in 2003, Hurnira has grown to more than
$2 billion in annual sales — Abbolt's largest
trand ever, With three mare indications

in development, it will remain an important
therapy for years to come.

Building 2 growth driver:

2001 Acquired Knoll Pharmaceuticals,

adding biologics expertise
and Humira,
2002 Broke ground on a new

state-oi-the-art biologics
manufacturing facility.

2003 Launched Humira for RA and
contirued clinical studies for
additional indications.

2 Singlo-ge

Peng
HUMRA
(adalimmmp EN

40 mg ;
Pkt 9/ 0.8 mL

USE Omy B
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2005 Launched Humira for psoriatic
arthritis. Exceeded $1 billion in
annual sales for the first time,

2006 Submitted Humira for the Crohn's
disease indication and launched
it for AS. Exceeded $2 billion in
annual sales.

2007 Launched Humira tor Crohn’s
disease in the United States.

Multiple

treatments in 1

Humira blocks a protein called tumor
necrosts factor (TNF), which plays a key
rale in causing inflammation. Excess TNF
is associated with the progression of
autoimmune diseases, such as RA.

Marketed indications:

o Rheumatoid arthritis
o Psoriatic arthritis

o Ankylosing spondylitis
o Crohn's disease

Additional indications
in development:

© Psoriasis

e Juvenile rheumatoid
arthritis

o Ulcerative colitis
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Peter Kahn - California

Years of pain from ankylosing spondylitis
prevented Peter Kahn from participating

in his favorite adventure sports. Following
treatment with Humira, he’s able to resume
his active, athletic lifestyle in Los Angeles.
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Pharmaceuticals: building a balanced portfolio

In 2006, we achieved several important milestones in aur pharmaceutical
business, with several marketed products exceeding $1 billion in sales.
Humira, our biclogic therapy, surpassed the $2 hillion annual sales mark
with the launch of its third indication. Expanding our presence in the large
and growing lipid management market, we acquired Kos Pharmaceuticals
Inc. and announced a strategic collaboration with AstraZeneca PLC for the
first statin and fenofibrate combination therapy.

Immunology: expanding treatment options

Hurmira is Abbott’s flagship biologic for the treatment of rheumatoid
arthritis (RA), psoriatic arthritis, ankylosing spondylitis and Crohn’s dis-
ease — autoimmune disorders in which a human protein, turmnor necrosis
factor (TNF), plays a role in disease progression. Humira is a fully human
monoctonal antibody that blocks TNF, reducing inflammation.

In 2007, we launched our fourth Humira indication — Crohn's disease —
in the United States and also plan to launch Hurmira for Crohn's disease
outside of the United States in 2007. Crohn's disease, a chronic inflammatory
disease of the intestines, is typically diagnosed before age 40. Humira

can be self-administered at home — important for a young and active
patient population. In addition, Hurnira is in development for ulcerative
calitis, inflammation of the large intestine.

In 2006, we launched Humira far ankylosing spondylitis, an inflarmmation of
the spine that can result in extreme physical limitation. Hurmira also treats
RA, a painful joint disease that afflicts more than 5 million people wordwide,
as well as psoriatic arthritis, which is characterized by arthritis and psoriatic
skin disease. In the United States, we improved patient convenience with
the launch of the Humira Pen, a one-touch, easy-to-grasp davice that offers
patients an easier way to self-administer Humira.

Immunclogy Pipeline: advancing multiple medical uses

We made significant advances in developing Humira to treat three addi-
tional indications — psoriasis, juvenile RA and ulcerative colitis, Moderate
to severe psoriasis, characterized by very dry, cracked skin, afflicts 30
million people worldwide. In 2006, we presented data demonstrating the
superiority of Humira to the current standard of care. We expect to submit
a new drug application for psoriasis in 2007.

With a number of pipeline opportunities in a single well-established product,

Humira will continue to bring relief to thousands of people worldwide over

the next several years.

35




T

Abbott 2008 Annual Report

Immunology Pipeline: developing biologics beyond Humira

In our Iate—st:;age immunology pipeline, ABT-874 is an investigational
biologic ther:ipy designed to target and neutralize interteukin-12 (IL-12),
a protein thaj regulates inflammatory response. Phase Il outcomes in
psoriasis hav;e shown efficacy results that numerically exceed any Phase
| data availate for any other agents. We anticipate initiating our Phase 11
clinical program in psoriasis in 2007 and will continue Phase Il develop-
ment of ABT-3874 for Crohn'’s disease.

Cardio\rascula;‘: broadening Abbott's presence in lipid management

Two strategic actions in 2006 allowed us to significantly expand our
presence in the nearly $20 billion lipid management market. Our acquisition
of Kos Pharmaceuticals added the primarily HDL-raising product Niaspan
and several pipeline opportunities. We also initiated a collaboration with
AstraZeneca,to develop the first statin and fenofibrate single-pill combina-
tion product 0 manage lipids. We now have in-house expertise and access
to products f‘ar the three major lipid parameters that contribute to cardio-
ase: high triglycerides, low HDL. {good cholesterol) and high
LDL (bad Ch(l)lesterol).

vascular dise

In our cardiovascular pipeline, we are building on the success of TriCor
with ABT—SB:{S, our next-generation fenofibrate in late-stage trials. And,
through our >ollaboration with AstraZeneca, we are codeveloping a
single-pil, fixed-dose combination therapy of AstraZeneca’s Crestor
and either Tr;’Cor or ABT-335. We will select one of the two programs
in 2007 for cevelopment and commercialization. This combination
therapy wourd target the treatment of all three blood lipids.

Kos Pharmacﬁuticals: complementing our cardiovascular portfolio and pipeline
The Kos Phz rmaceuticals acquisition complements our existing commercial
expertise, bringing Masparn and Advicor to Abbott’s on-market product
portfolio. Nie{span, an extended-release prescription niacin product, is
especially ef'ective in raising HOL. Advicor, a Niaspan and lovastatin com-
bination therapy, is for muttiple lipid disorders. A new caplet formulation of

|

Niaspan is u‘nder U.S. FDA review, and Simcor, a fixed-dose combination
of Niaspan £nd simvastatin, is also in late-stage development.
|

Kos aiso bro?dens our R&D capabilities and gipeline. This includes Flutiform,
in Phase Il clevelopment for asthma. The U.S. market for asthma drugs
exceeds $10 billion. Kos also brought us an innovative inhaled insulin
device in de‘/elopment. complementing our existing presance in the blood
glucose menitoring market.
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Brendan Devlin - lllinois

Brendan Deviin, pictured with
Aidan, his 5-year-old son, has
low HDL (good cholesterol} and
elevated triglycerides. His doctor
prescribed 7riCor to improve his
overall lipid profile.
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Diana frazabal - South America

Kaletra tablets offer improved convenience
for patients with HIV, with a reduced pill
count and no refrigeration requirements, which
help Diana 1o keep her busy schedule as

an HIV educator.
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Virology: improving patient convenience

Kaletra remains the world's leading protease inhibitor for HIV treatment.
Taday, HIV can be treated as a chronic disease, making long-term viral
suppression, tolerability and convenience important for patient success.

In 20086, following a successful U.S. launch, we introduced Kaletra tablets
in Europe. The new tablet formulation of Kafetra offers patients improved
canvenience with a reduced pill count, no refrigeration requirements and
the option of being taken with or without food.

Abbott Science: growing promise for innovative therapies

We more than doubled our late-stage pipeline with the sirategic actions
we tock this year with Kos Pharmaceuticals and our collaboration with
AstraZeneca, as well as advanced a number of Humira indications. We
also moved forward several innovative compounds in pain management,

neurological diseases, oncology and infectious diseases.

More than 75 milion Americans suffer from chronic or acute pain. Abbott
is developing a more convenient contrclled-release form of our pain brand,
Vicodin, 1o provide a longer duration of pain relief for the management of
moderate to moderately severe pain, We also have compounds in eary-
stage development for schizophrenia, Alzheirmer’s disease, attention deficit
hyperactivity disorder (ADHD) and pain. This includes compounds that
target receptors in the brain called neurcnal nicotinic receptors, which play
a role in regulating pain, mood, memory and other neurological functions.

Abbott scientists are also researching a number of cutting-edge treatments
to fight cancer. Cne, a Bc)-2 family inhibitor, is designed to restore apoptosis
(the natural process of cell death often inhibited in cancer cells) and kill
tumors, such as lymphomas and small cell lung carcinoma. Another
compound, a multitargeted kinase inhibitor, is designed to disrupt blood
flow to tumors, inhibiting the progression of cancer. Also in development
are PARP (Poly {ADP-ribose) polymerase) inhibitors, which prevent DNA
repair in cancer cells and stop the disease from progressing.

We are conducting early-stage research in infectious diseases, partner-
ing with Enanta Pharmaceuticals Inc. to develop protease inhibitors

for the treatment of hepatitis C, which affects maore than 170 million
people worldwide.

TAPR, our joint venture with Takeda Pharmaceutical Company Ltd,, is
developing two compounds in its digestive disease pipeline: TAK-390MR,
in Phase Il for the treatment of acid-related disorders, and ilaprazole, an
investigational proton purnp inhititor. TAP is continuing the developrment
of febuxostat, a treatment for patients with high serum uric acid levels
associated with gout, and is currently conducting an additional clinical trial.
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Advancing Access to
Health Care

The Baylor Callege of Medicine — Abbott Fund Children's Clinical Gentre of Excellence — Malawi is the country’s first outpatient clinic
dedicated to serving children and families living with HIV. Brian is one of many children receiving medical care at the center through a
comprehensivz program. To date, Abbott and Abbott Fund’s programs have assisted more than 600,000 children and families impacted by
HIV/AIDS in the developing world.

Througout our 118-year history, Abbott has been recognized for
innovative solutions that have made a lasting impact on the lives
of patients. Being a good citizen is an equally important part of who
we are today and the type of company we plan to be for generations
to come.
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A critical challenge of the global community is the expansion of affordable
health care services and needed medicines, particularly for the poor and
underserved. In 2006, we implemented several new programs to address

health needs in the developing world.

Aluvia: creating broad access to our HIV medicines

Since 2001, Abbott has made cur HIV medicines widely
available and among the lowest-priced protease inhibitors

in 69 countries, covering all of Africa and the world's poor-
est countries. In 2008, we expanded access to Kaletra (also
known as Aluvia in developing countries) from 69 develop-
ing countries to 114 low- and low-middle-income developing
countries. Our program is designed to ensure long-term,

sustainable access to high-quality HIV medicines and includes:

* Sustainable pricing for governments, nongovernmental
organizations and public funders of HIV medicines in
developing countries;

¢ Broad registration of the new, nonrefrigerated Kaletra
tablet formulation throughout the world, including Africa,
Asia, Latin America and the Caribbean;

+ Investment in additional manufacturing capacity to
meet demand for high-quality, second-line HIV
treatments; and

« Development of a pediatric low-dose Kaletra tablet
formulation to meet the treatment needs of HIV-positive
children worldwide.

Pediatric HIV/AIDS treatment in Malawi
Treating children with HIV/AIDS in the developing world is an

enormous challenge, particularly in Africa. Malawi is cne
of the countries hardest hit by the HIV/AIDS pandemic, with
an estimated 83,000 children living with the disease.

In partnership with the Baylor College of Medicine and

the government of Malawi, we opened the Baylor College
of Medicine — Abbott Fund Children’s Clinical Centre of
Excellence — Malawi, the country’s first pediatric outpatient
clinic dedicated to the care and treatment of children living
with HMV. This clinic is already treating more than 1,100
children. The program will be expanded to include satellite
clinics throughout the country.

Improving pediatric health in Cambedia

War and civil unrest have left Cambodia with some of the worst
health statistics in Southeast Asia. UNICEF reports that 45
percent of Cambodian children are afflicted with moderate to
severe malnutrition, resulting in child mortality rates among the
highest in Southeast Asia.

Abbott Fund, Direct Relief International and the Angkor
Hospital for Children partnered to improve pediatric nutrition

in Cambodia through treatment, education and training
initiatives. Abbott donated nutritional products and antibiotics,
and Abbott Fund provided a grant to train health care workers,
fund local and regional educational workshops for parents

and furnish materials for the hospital’s family education initiative.
The product contributions and nutrition training will directly
benefit nearly 5,000 children and more than 3,000 mothers.

For a full report on Abbott’s global citizenship initiatives,

view our annual global citizenship report at www.abbott.com/
citizenship.
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Consolidated Statement of Earnings
({dodlars and shares ¥ thousands except par shame dala)

Year Ended December 31 2006 2005 2004
Net Sales , $22,476,322 $22,337,808 $19,680,016
Cost of produetssod 9,815,147 10,641,114 8.884,157
Rééééfcﬁ.aﬁdcevelopment e : : e pasezry Casr e o6 758
Acquired in-prozess and collaborations research and development 2014000 17131 279,006
Soling, general s SR s saioees sasstas 4991780
Total Operating 'Cost and Expenses 20,434,103 17,975,540 15,781,696
OperaingEamngs 2,042,219 4362268 3.898,320
Netinterestexgense 202347 153662 149,087
fincome) from TAP Pharmaceutical Products nc. joint venture | @rsgvy {441,388) {374,984)
Ner 'fbAré@'r'\Aéﬁ{c:uéh‘g'é'('g'é{ri)"Idé.s .......................................................... éé.i{aﬁ:'””“”“””“”'23.804mmm e
oy '(ih'c'c')h%é)' élkbéri'sé.‘ IR ("f'é; i'éé) ..................... B ('3(')‘ 242)
Earnings from Continuing Operationsl Before Taxes , ) . 22mg3re 4,619,920 4,126,600
Taxes on Eamnings from Continuing Operations 559,615 1,247,855 949,764

Barnings from Continuing Operations 1716785 3372085 3,175,836
Ea'rnmgs from Discontinued Operations, net of taxes - B - 60 015

Net Eamings $ 1,716,755 $ 3,372,085 $ 13,235,851

Basic Earnings Per Common Share —

Continuing Opeirations $ 1.12 3 2.17 3 2.03
bié'céh'tihhéd'(fp'éré'tildh's”' PPN T e B B

Net Eamnings $ 1.12 $ 217 3 2.07

Dituted Earnincs Per Common Share —

Continuing Opurations S e $ .28 . 2m
Discontinued Operauons - — 0.04
Net Eamings 3 1.12 $ 2.16 $ 2.06

Average Number of Common Shares Outstanding

Used for Basic Eamings Per Common Shg,e 1 529848'_”_“_‘ o 1,5'52,4.5.7 1,560,857
Dilutrve Cornm n Stack Options and Awards 6,876 11,646 10 054
Average Numter of Common Shares Outstanding ‘

Plus Dilutive Common Stock Options and Awards 1,536,724 1,564,103 1,670,611
Qutstanding C >mmon Stock Options Having No Dilutive Effect 23,567 22,469 44,005

Tha accompanying notes o consolidated financial statements are an integral part of this statement.
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Consolidated Statement of Cash Flows

{cloliars in thousarxs)

Year Ended December 31 2006 2005 2004
Cash Flow From (Used in) Operating Activities of Continuing Operations:

Net eamings ) $1,716,755 $3.372085 - $3,235,851
Less: Earnings from dxscontmued operations, net of taxes - B o - - 60 015
Earnings from continuing operations 1,718,755 3,372,085 3,175,836

Adjustrments to reconcite earnings from contlnumg operatlons
to net cash from operating activities of continuing operations —

Depreciation - 983.485 ~ 868,808 840,591
Amortization oilntanglbleassets o - o I 575265 S 490131 448 109
Share-based compensation - T 329057 30,140 28,989
Acquired in-process research and development h _ 1 927 300 17, 131 7 N 279 006
Investing and fi fnancmg (galns) losses net ' _ '_ ' ' 27?‘ 388::” - ié5 328' S ' 47 400
Trade receivables ' ' - (101,781)  (@8218)  (588575)
inventories o R 104653 @2s7) (285,32
Prepaid expenses and otherassets (283455 (408,858  (431,436)
Tradeacoountspayableandetherhabthtces S (183.203)' R 189,703 602605
Income taxes I - az2rs) 537429 188,826
Net Cash From Operating Activities of Continuing Operations 5,262,089 5,047,404 4,306,023

Cash Flow From {Used in} Investing Activities of Continuing Operations:

Acquisitions of businesses and technologies, net of cash acquired (7,923,163) (295123 {2,327,821)
Investment in Boston SC|ent|f ic common stock, h ' ' o : ' h

nots receivable and derivative financial instruments S {2,095,780) - ) -
Acqmsmons of propesty and eqmpmen: o o o o ' (1;337.818) """"" (1207 493_)‘__ 77777 (1291633)
Other purchases of investment securilies - @336832) (156700  (543,299)
Proceeds from sa!es of mvestment secures 18,476 783,599 224,923
Oy T e (.2,5‘?12)” o e “17714',433
Nat Cash {Used in) Investing Activities of Continuing Operations (11,397,629} (720,087} (3.923.390)

Cash Flow From (Used in) Financing Activities of Continuing Operations:

Proceeds from {repayments of) commercial paper,net - 5004000 (nergo0y 813 000
Proceedsfromlssuanceoflong—termdebt T o 4000000 - :;1851 013 ___.1500000
Repayment of long-term debt - (3532,408) (1500000 (1,650,000
Other borrowing transactions, net 7 qres T 90820 142,998
Purchases of common shares - (754502 (1302314 (499,748)
Proceeds from stock opnone_ _e>_<erc:|sed lncludmg mcome tax beneft S ‘ 502,782 S 223 637 155197
Dividends paid (1,777170) (1,686,472 (1,599,770)
Net Cash From (Used in) Financing Activities of Continuing Operations 3,621,927 {2,592,316) (1,138,320
Effect of exchange rate changes on cash and cash equivalents 73,966 {183,954) 184,271

Net cash provided by operating activities of discontinued operations
and cash {used in} from investing and financing activities of

$(59,088) and $700,000 in 2004, respectively 67,152 127,012 801,920
Net {Decrease) Increass in Gash and Cash Equivalents o Ny (2,372 495) 1668058 230,504
Cash and Cash I.E'clqer{félents, Beglnnlng ofYear T 2, 893687 T 1 225 628 995 124
Cash and Cash Equivalents, End of Year $ 521,192 $ 2,893,687 $1,225628

Tha accompanying notes to consolidated financial statements are an integral part of this staterment.
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Consolidated Balance Sheet

{dollars in thousands,
December 31 2008 2005 2004
Assets
Current Assets:
Cash and cash equivalents TP R $ 521192 $2803687 $ 1,225,628
Investments, L eseaas o e2a06 833,334
s recewablns, S Hloangae o T e SR e
2006: $215,443; 2005: $203,683; 2004: 231,704 4.281,142 .. 3,576,794 3,696,115
B A i b
Finished products USSP 1,338,349 208,557 1,488,939
Wékknnpméeé; e e ;;;;; 566 425 ) _6;’;(_)267 58'2'7"8”7'
Matoris e e e -7-8{,_6'1'1'7“' '?08“1'5-5 ..... Sia 787
Totalinventories 2,806,421 2541978 2,620,463
Deferred ir'\c';'o'r'ré'ié}{é's ....................................................... 1"'/"1'6‘ i : 1 248 PO 031 ?46
Other prepaid gxpenses and recaivables e emest U 10804
et gl e R T soeee 247.()56
Total Current Ajssets 11,261,883 11,386,028 10,734,485
Investments 1,229,873 134,013 145,849
Property and Equipment, at Cost:
Land A 488,342 370949 338,428
Bundmgs S 3228485 ,,,,,, 2655356 2519492
'Ed-uibﬁ.w'e'ﬁt' .............................................. 994_{503 ...... é'é'lélsif'iimi: ”8 81, 655
Construction in progress " 7a7608 920599 062,114
............................ 14401939 12760421 12,501,689
Less: accumulated depreciation and amortizaion 7455504 6,757,280 5493815
Net Property and Equipment 6,846,435 8,003,141 6,007,874
Intangible Assits, net of amortizaton 6403619 4,741,647 5,171,594
Goowt e gasazer sz T sessad
Oeferred insdi e Taxes and Other Assats e et yepanen 052,620
A's's'ét‘é'll-iél‘d'fclréélé ................................................................. [ 32926 69639
' $36,178,172 $29,141,203 $28,767,404

Tha accompanying notes to consolidated financial statements are an integral part of this statement.
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December 31 2008 2005 2004

Liabilities and Shareholders' Investment

Current Liakilities:

Short-term borrowings $ 5,305,985 $ 212,447 $ 1,836,649

Trade accounts payable 1,175590 1032516 1,054,464

Salane_sr wages and commséuons - 80?“2'8:'3 ' o 625 254 o 637333

Otheraccrued fabiities ags0r23  symess | 249196

Dividends payable 453004 423335 405,730

income taxes payable 262,344 48926 156417

Current portion of long-term debt 95276 1,849,563 156,034

Liabilities of operatlons held for sale - B 60 788 8? 061

Total Current Liabilities 11,951,195 7415514 6,825,644

Long-term Cebt 7,009,664 4,571,504 4,787,934

Post-employment Qbligations and Other Long-term Liabilities 3,183,127 2,154,775 2,606,410

Liabilities of Operations Held for Sale - 1,062 1,844

Deferred Income Taxes — 583.077 220,079

Commitments and Contingencies

Shareholders’ Investrment.

Preferred shares, one dollar par value

Authorized — 1,000,000 shares, none issued — — —

'C':'cir‘hfr'\'o'h‘shares without par valve ' . .

Authorized — 2,400,000,000 shares

Issued at stated capital amount —

Shares: 2006: 1,550,500,438;

2005 1 553 769 958 2004 1. 5?5 14? 418 4,290,929 3,477,460 3,189,465

Commonshareshefdmlreasury.atcost - S o ey

Shares:; 2006; 13,347,272;

2005: 14,534,979; 2004: 15,123,800 {195,237) {212,255) (220,854)

_Ffarlrjlngs. _amployed in thg pqsynés'.é ________ 9 568 728 ”10 404,568 10033 440

Accumulated other comprehensive income floss) 389,766 745498 1,323,732

Total Shareholders' Investment 14,054,186 14,415,271 14,325,783
$36,178,172 $29,141,203 $28,767 494
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Consolidated Statement of Shareholders’ Investment
(clolars in thotsse s except per sharg data)

Year Ended Jecember 31 2006 2005 2004
Common Stares:
Beginning o' Year

Shares: 2003: 1,553,769,958; 2006: 1,575,147,418; 2004: 1,580,247,227 $3477,460  $ 3,189,465  $2977.718
| TAIDL IO LoD 3477460 $31894685 5 2977718
Shares: 2003: 14,456,341; 2005: 8,762,085, 2004: 6,811,550 .. 526435 . 29932 _...208880
Tax benefit fom Optlon shares and vesting of

restricted stock awards (no shareeffecy 42062 52,363 22,8M
St{a'ée'liiésaicompensat.on b e e Sor T aeras
lssuance of festricted siock awards L e239 O eraes) o (25.528)
Retired — Chares: 2006: 17.635,861; 2005; 30,129,545; 2004: 11,911,359 C@ooes (65,303) (23,201)
End of Year

Shares: 20C6: 1,550,590,438; 2005: 1,553,769,958; 2004: 1,575,147,418 $ 4,200,929 $ 3.477,460 $ 3,189,465

Commaon Shares Held in Treasury:
Beginning cf Year

Shares: 20( 6: 14,534,979; 2005: 15,123,800; 2004: 15,729,296 8§ (212,255) $ {220,854) '$ (229,696)
R SRR 3 Eleos e Aeelbod) o 9 lessBeh
Shares: 2006: 1,197,838; 2005: 588,821; 2004: 605496 17492 8599 8,842
S B LST O TRRIRBETEERAR i SR e B o
Shares: 206: 10,131 {474 - -
End of Year

Shares: 2006: 13,347,272; 2005: 14,534,979; 2004: 15,123,800 $ (195,237 $ (212,255) $ (220.854)

Earnings Erpployed in the Business:

Beginning of Year $10,404,568 $10,033,440 ~ $ 9,601,484

Neteamings U T U ATesss o 8872065 3,236,851

Cash divide nds declared on cofﬁhion shares T mmomomommmmoom o e

(per share - 2006: $1.18,2005: $1.10; 2004:81.04) =~ = ~ (eorg2g) - Gh704077) o (1.622,148)
Spin-offof dospira,Jnc. L == e1g1g)

Cost of cornmon shares retlred in excess of stated caputal amouns ______________ N (?80152) ______________ {_1 315397) _____________ (52719?)

Cost of reasury shares issued below market value h 35,386 18,537 17,366

End of Yeat $ 9,588,728 $10,404,568 $10,033,440

Accumulatixd Other Comprehensive Income (Loss):

BegningofYear $ 745498 $ 13823732 $ 6832752
Other com Jrehensrve income (1055) and spln-oﬁ of Hosp|ra Inc. 898,266 (578,234) 690,980
End of Yea belore adoption of new accounting standard 1,643,764 745,498 1,323,732

Ad|ustmen to recognize net actuarial gain (loss)
and pricr sgrwce cost as a component of accumulaled

ather comprehensive income (loss), net of tax (1,253,508} — -
End of Year $ 389,766 $ 745498 $ 1,323,732
Comprehe sive Income $ 2,615,021 $ 2,793,831 $ 3,906,932

The accompa:ing notes to consalidated financial staterments are an integral part of this statement.
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Notes to Consolidated Financial Statements

Note 1 — Summary of Significant Accounting Policies

Nature of Business — Abbott's principal business is the discovery,
development, manufacture and sale of a broad ling of health
care products,

Concentration of Risk and Guarantees — Due to the nature of its
operations, Abbott is not subject to significant concentration risks
retating to customers, products or geographic focations, except that
three U.S. wholesalers accounted for 23 percent, 24 percent and
20 percent of trade receivabtes as of December 31, 2006, 2005 and
2004, respectively. Product warranties are not significant.

Abbott has no material exposures to off-balance sheet arrangements;
no special purpose entities; nor activities that include non-exchange-
traded contracts accounted for at fair value, except the derivative
financial instruments related to the investment in the Boston Scientific
comman stock and loan. Abbott has periodically entered into agree-
ments in the ordinary course of business, such as assignment of
product rights, with other cornpanies which has resulted in Abbott
becoming secondarily fable for cbligations that Abbott was previously
primarily liable. Since Abbott no longer maintains a business relation-
ship with the other pariies, Abbott is unable to develop an estimate of
the maximum potential amount of future payments, if any, under these
obligations. Based upon past experience, the likelihood of payments
under these agreements is remote. Abbott periodically acquires small
companies or product rights in which Abbott agrees to pay contingent
consideration based on attaining certain thresholds. In connection
with the spin-off of Hospira, Abbott has retained liabilities for taxes

on income prior to the spin-off and certain potential liabilities, if any.
related to alleged improper pricing practices in connection with faderal,
state and private reimbursermnent for certain drugs.

Basis of Consolidation — The consolidated financial statements
include the accounts of the parent company and subsidiaries, after
elimination of intercompany transactions. The accounts of foreign sub-
sidiaries are consolidated as of November 30, due to the time needed
to consolidate these subsidiaries. In December 2005, certain foreign
subsidiaries borrowed approximately $1.4 billion. These borrowings
and related interest expensa have been reflected on the December 31,
2005 Consolidated: Balance Sheet and 2005 Consolidated Statement
of Earnings. No other events occurred related to these foreign subsid-
iaries in December 2006, 2005 and 2004 that materially affected the
financial position, results of operations or cash flows.

Use of Estimates — The financial statements have been prepared

in accordance with generally accepted accounting principles in the
United States and necessarily include amounts based on estimates
and assumptions by managerment. Actual results could differ from
those amounts. Significant estimates include amounts for sates
rebates, income taxes, pension and other post-emplayment benefits,
valuation of intangible assets, litigaticn, share-based compensaticn,
derivative financial instruments, and inventory and accounts receivable
exposures.

Revenug Recognition — Revenue from product sales is recognized
upon passage of title and rigk of loss to customers. Provisions for
discounts, rebates and sales incentives to customers, and returns and
other adjustments are provided for in the period the related sales are
recorded. Sales incentives to customers are not material. Historical
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data is readity available and reliable, and is used for estimating the
amount of the reduction in gross sales. Revenue from the launch

of a new product, from an improved version of an existing product,
or for shipments in excess of a customer's normal requirements

are regorded when the conditions noted above are met. In those
situations, management records a returns reserve for such revenus,
if necessary. Sales of product rights for marketable products are
recorded as revenue upon disposition of the rights. Revenue from
license of product rights, or for performance of research or sefling
activities, is recorded over the periods earned.

income Taxes — Deferred income taxes are provided for the tax effect
of differences between the tax bases of assets and liabilities and their
reported amounts in the financial statements at the enacted statutory
rate to be in effect when the taxes are paid, U.S. income taxes are
provided on those earnings of foreign subsidiaries which are intended
to be remitted to the parent company. Except for taxes on dividends
that were remitted under the American Jobs Creation Act of 2004,
deferred income taxes are not provided on undistributed eamings
reinvested indefinitely In foreign subsidiaries as working capital and
plant and equipment. Loss contingency provisicns are recorded

for the estimated amount of audit settlements under the provisions
of Statement of Financial Accounting Standards (SFAS) No. 5,
“Accounting for Contingencies."

Pension and Post-Employment Benefits — Abbott accrues for the
actuarially determined cost of pension and post-employment benefits
over the service attribution periods of the employees. Abbott must
develop long-term assumptions, the most significant of which are

the health care costs trend rate, discount rate and the expected
return on plan assets. Differences between the expected long-term
return on plan assets and the actual return are amortized over

a five-year period. Actuarial losses and gains are amortized over the
remaining service attribution periods of the employees under the
corridor method. On December 31, 20086, Abbotl adopied the provi-
sions of SFAS No. 158, “Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans.” The new statement requires
immediate recognition of the deferrals on the balance sheet with a
corresponding charge to Accumulated other comprahensive income
{loss). Adoption of this statement on December 31, 2006 resulied in a
decrease in Abbott’s shareholders’ equity of approximatety $1.3 billion.

Valuation of intangible Assets — Purchased intangible assets are
recorded at fair value. The fair vatue of significant purchased intangible
assets is based on independent appraisals. Abbott uses a discounted
cash flow model to value intangible assets. The discounted cash flow
model requires assumptions about the timing and amount of future net
cash inflows, risk, the cost of capital and terminal values. Intangible
assets and goodwill are reviewed for impairment at least on a quarterty
and annua! basis, respectively,

Share-Based Compensation — Through December 31, 2005,

Abbott measured compensation cost using the intrinsic value-based
method of accounting for stock options and replacement stock
options granted to employses. Restricted stock awards and units have
been amortized over their vesting period with a charge to compensa-
tion expense. In 2006, Abbott adopted SFAS Ne. 123 (revised 2004),
“Share-Based Payment,” which requires that the fair vatue of stack
options be recorded in the results of operations.
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Litigation — Abbott accounts for litigation losses in accordance

with SFAS No.'5. Under SFAS No. 5, loss contingency provisions
are recorded f(:nr probable losses at management's best estimate
of aloss, or wllzen a best estimate cannot be made, a minimum loss

contingency armnount is recorded.

Cash, Cash Ecuivalents and Investments — Cash equivalents consist
of time depost's and certificates of deposit with original maturities of
three months or less. Investments in marketable equity securities are
classified as a\fa||ab e-for-sale and are recorded at fair value with any
unrealized holchng gains or losses, net of tax, included in Accumulated
cther compretensive incorne {loss). Investments in equity securities
that are not tre ded on public stock exchanges are recorded at cost.
Abbott monitors equity investments for other than temporary declines
in fair value and charges impairmeant losses to income when an other
than temporar/ decline in estimated value occurs. Investments in
debt securities, are classified as held-to-maturity, as management has
both the inten’ and ability to hold these securities to maturity, and

are reported ai cost, net of any unamortized premium or discount.
Income relating to these securities is reported as a compenent

of interest incdme.

Abbott review 3 the carrying value of investrments in equity securities
gach quarter 1o determine whether an other than temporary decline
in market valuz exists. Abbott considers factors affecting the investes,
factors aﬁectixirg the industry the investee operates in, and general
equity market :trends. Abbott considers the length of time an invest-
ment's marke, value has been below carrying value and the near-term
prospects for recovery to carrying value. When Abbott determines
that an other ‘lhan temporary decline has occurred, the investment

is written dowh with a charge to Other (income) expense, net.
Inventories —; Inventories are stated at the lower of cost {first-in,

first-out basis? or market. Cost includes material and conversion Costs.

Property and Equipment — Depreciation and amortization are
provided on ¢ straight-fine basis over the estimated useful lives of the
assets. The fallowing table shows estimated usefu! lives of property

) |
and equipment:

Classification Estimated Useful Lives
Buldings 10 to 50 years {average 27 years)
Equipment_ o ) 3 to 20 years (average 11 years)

Product Liabiity — Abbott accrues for product tiability claims,

on an undisc'[)unted basis, wihen it is probabile that a liability has been
incurred and ihe amount of the liakility can be reasonably estimated
based on existing information. The liabilities are adjusted quarterly as
additional infurmation becormes available. Receivables for insurance
recoveries f0|; product liability claims are recorded as assets, on an
undiscountec‘l basis, when It is probable that a recovery will be real-
ized. Abbott sarries third-party insurance coverage in armounts that
reflect historical loss experience, which does not include coverage
for catastrop pic logses.

Research ann‘)‘ Development Costs — Internal research and develop-
ment costs are expensed as incurred. Clinical trial costs incurred by '
third parties :1re expensed as the contracted work is performed. Where
contingent 7 ilestone payments are due to third parties under research
and developl‘nent arrangements, the milestone payment obligations
are expensetii when the milestone resuits are achieved.
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Note 2 — Supplemental Financial Information
(clokars in thousands)

Current Investmants: 2006 2005 2004
Time deposits and

certificatos of deposit $ 76994 62,406 $833,334
Boston Scientfic common stock ms2a0 = =
Total $ 852,243 $ 62,406 $833,334
Long-term investmants: 2006 2005 2004
Boston Scientific common stock: § 248,049 $ - 8 -
Other equity securities U izaes0 116447 125541
Note receivable from Boston h S

Sclentific, 4% interest 837,260 - -
Other Cra7aa 17566 20,308
Total $1,220,873 $134,013 $145,849

The cost basis of the Boston Scientific shares accounted for as avail-
able-for-sale securities as of December 31, 2008, is $1,326,000. The
fair value of the available-for-sale sharas was $1,023,000 at December
31, 2006, resulting in a charge of $182,000 to Accumulated other
comprehensive income (joss), net of income tax benefits of $121,000.

The decline in the fair value of the Boston Scientific shares, as noted
above, is considered by management to be temporary as these shares
have been owned by Abbott for a relatively short period aof time and
Abbott has both the ability and intent to hold the shares for a period

of time tc allow for the decline in value to reverse.

Other Accrued Uabilities: 2008 2005 2004
Accrued rebates payable
to government agencies

'$ 660,875 $ 620300 $ 519,653

Accrued other rebates (3 390863 206514 202,363
All ather 2,798,985 1,895,871 1,768,940
Total $3,850,723 $2,722,685 $2,491,956

(a) Accrued wholesaler chargeback rebates of $122,729, $83,551 and $72,634 at
December 31, 2006, 2005 and 2004, respectively, ara netted in trade receivables.
Accrued wholesaler chargeback rebates are netted in trade recaivables because Abbott's
customers are invoiced at a higher catalog price but only remit to Abbott their contract
price for the products.

Post-employment Obligations and
COther Long-term Liabilities: 2006 2005 2004
Defined benefit pension plans and
post-ermployment medical and
dental plans for significart plans

$1,897,525 $1,087,159 $1,248,006

Minimum pension liability adjustments - 15,003 577,432
Alother 1266502 1,052,613 782,972
Total $3,163,127 32,154,775 $2,606,410
Net Interest Expense: 2006 2005 2004
Interest expense $ 418,172 $ 241,355 $ 200,206
Imerestincome . 23828 (87683 (61,119
Total $ 202347 $ 153,662 $ 149,087

The increase in Other {income) expense, net for 2006 is primarily due
to fair-value gain adjustments to certain derivative financial instruments
related o the investment in Baston Scientific common stock.
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Comprehensive Income, net of tax; 2006 2005 2004
Foreign currency gain {loss)
1ranslat|on ad]ustmems

$1 033968 % (953,726) $ 861,139
Mlnlmum pension liabi |ty adjustments
net of taxes of $(3,600} in 20086,

${199 100) in 2005 and $45 7001in 2004 5.361 346,172 (75,947}
o (lossas) o keiabic AL SUEE A S S TR S
equity securities, net of income taxes

of ${118,500), $(6,100} and ${29.100)

in 2006, 2005 and 2004, respectively (175,891) 9.219) {43,613)
Net adjustments for derivative o S
instruments dasignated as

cash flow hadges 36.659 38,574 (39,951}
Flecla55|fcauonad|ustments ST
for realized (gains) (1,831) (35) (30,547)
Othar oomprehenswe income (loss) 898 266 {578 234) 671,081
Net Eamings 1,716,755 3372065 3,235,851

Comprehensive Income $2,615,021 $2,793,831 $3,906,932

Supplemental Comprehensive
Income Infermation, net of tax: 2006 2005 2004
Cumutative foreign currency
translation (gain) adjustrments
Cumulative minimum pension
liability adjustrents -
Nslactuanailosseséﬁd DI'IOI’” T
sennce cost and credits, net
Cumulative unrealized losses (gams)
on marketable equm/ securities 169, 275 (8, 447)
Cumulative (ga:ns) ) losses on dervative
instruments designated as

cash flow hedges

$(1 795143)  $(761, 175} ${1 714.801)

8,931

355,103
LB T

17.701)

{21,466) 15,193 53,767

On December 31, 2006, Abbott adopted the provisions of SFAS
No. 158 “Employers’ Accounting for Defined Benefit Pension and
Gther Postretirerment Plans,” Adoption of this statement resulted
in a decraase in Abbott's shareholders’ equity of $1,257,568,

net of taxes of approximately $733,000,

Supplernental Cash Flow Information: 2006 2005 2004
Income taxes paid ) $1.281,711 $?46 504 $675 728
Interest pald 428.868 213 067 197 554

Note 3 — Financial Instruments and Derivatives

Certain Abbott foreign subsidiaries enter into foreign currency forward
exchangs contracts to manage exposures 1o changes in foreign
exchange rates for anticipated intercompany purchases by those
subsidiaries whose functional currencies are not the U.S. dollar,

These contracts, totaling $768 million, $222 million and $984 miltion
at December 31, 2006, 2005 and 2004, respectively, are designated
as cash flow hedges of the variability of the cash flows due to changes
in foreign exchange rates. Abbott records the contracts at fair value,
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resulting in credits of $15.9 million and $38.6 million to Accumulated
other comprehensive income (loss) in 2006 and 2005, respectively,
and a charge of $40.0 million in 2004, Ineffectiveness recorded in
2006, 2005 or 2004 was not significant. Accumutated gains and
losses as of December 31, 2006 will be included in Gost of products
sold at the time the products are sold, generally through the next
twelva months.,

Abbott enters into foreign currency forward exchange contracts

to manage currency exposures for foreign currency denominated
third-party trade payables and receivables, and for intercompany
loans and trade accounts payable where the receivable or payable is
denominated in a currency cther than the functional currency of the
entity. For intercompany loans, the contracts require Abbott to sell or
buy foreign currencies, primarily European currencies and Japanese
yen, in exchange for primarily U.S. dollars and other European curren-
cies. For intercompany and trade payables and receivables, the
currency exposures are primarily the U.S. dollar, European currencies
and Japanese yen. These contracts are recorded at fair valug, with
the resulting gains or losses reflected in income as Net foreign
axchange (gain) loss. At December 31, 2006, 2005 and 2004,
Abbott held $5.6 billion, $3.9 billion and $3.3 billion, respectively,

of such foreign currency forward exchange contracts.

Abbott is a party to interest rate hedge contracts totaling $1.5 billion
to manage its exposure to changes in the fair value of $1.5 billion of
fixed-rate debt due 2009 through 2014. These contracts are desig-
nated as fair value hedges of the variability of the fair value of fixed-rate
debt due to changes in the long-term benchmark interest rates.

The effect of the hedge is to change a fixed-rate interest obligation

to a vanable rate for that portion of the debt. Abbett records the
contracts at fair value and adjusts the carrying amount of the fixed-rate
debt by an offsetting amount. No hedge ineffectiveness was recorded
inincome in 2006, 2005 and 2004.

It connection with the acquisition of the common shares of Boston
Scientific, Boston Scientific is entitled to certain after-tax gains upon
Abbott’s sale of the common shares, In addition, Boston Scientific
agreed to reimburse Abbott for certain borrowing costs on debt
incurred to acquire the Boston Scientific shares.

Gross unrealized holding gains (losses} on available-for-sale equity
securities totaled $21,100,000 and $(304,000,000), respectively, at
December 31, 2006; $17,700,000 and ${3,500,000), respactively, at
December 31, 2005 and $30,800,000 and ${(1,100,000), respectively,
at December 31, 2004,

The carrying values and fair values of certain financiat instrements

as of December 31 are shown in the table below. The canying values
of all other financial instruments approximata their astimated fair
values. Fair valug is the quoted market price of the instrument held

or the quoted market price of a similar instrument. The counter parties
to financial instruments consist of select major international financial
institutions. Abbott does not expect any lasses from nonperformance
by these counter parties.
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{dollars in millior 5} 2006 2005 2004
Carrying Fair Carrying Fair Carrying Fair
Vatue Value Value valus Valug Value
Current Investmznts:
Avallable-for-Sa e Equity Securities $ 7752 § 775.2 $ 3 — 3 — $ —
oo L iiiabt e gy R b0 ] o4 Cgea  ewa
Lc'nhig'-'térfﬁ'lﬁ'\re:ptments U . wel e ot it
Available-for-Sa e Equity Securities ] 3779 3779 116.4 116.4 i25.5 1255
Nots Paaivanty | e e wra aagy o S ST =
Other et iy . 14,.5 e 1?5 R 205
Total Long-terrr Debt T ri049 (132 ®az1y (6a75.1) (49440  (6.0128)
ForelgnCurrencyForwardExchangeOontracts:”mmm' . IUURUDUE v aovbiy' SUNNNNS ool SNPGRS B .
(Payable) positiyn (ese) o ese B35 0 1889 ILUREA DR AT
Reagceivabla pos' tlon 33.6 33.6 18.8 18.8 37.2 37 2
Interest Rate Hidge Contracts Y- I Y0 N - - ) B - en T B
Bos}og§<;1_e_ry1_uf_jdérﬁéf&éﬁhéﬂélél‘lfl:s:t:rﬁjrﬁéﬁt:s:::ij:” e A(ﬁ.j) .......... (114) STRPE S AT S ha _
Note 4 — Post-Employment Benefits
{doltars in thousands)
Retirement plans consist of defined benefit, defined contribution,
and medical @ind dental plans. Information for Abbott's major defined
benefit plans and post-employment medical and dental benefit
plans is as follows:
Defined Benefit Plans Medical and Dental Plans
2006 2005 2004 2006 2005 2004
Prolec:ed benen obligations, January 1 $6,041,086  $4,753,225 $ 4,646,321 $1,292,301  $1.112124 $1,241,845
Service cost — benefits sarned during the year " 21ee2 205286 187,148 55618 43554 34628
Interest cost or projected benefit obligations 275389 259,709 263,249 79988 64088 64054
Losea (gams) pnm'ymang% e R .
trend rates, pla 1 design changes, law changes and differences
between actua” and esnrnated heaJth care costs 54,003 142 453 174,669 133,766 138 442 (44,707)
éé h.e.n.s. béld ...................... ( '2'1'2','636) . (195 964) (,1,9,1,,545) ........... ('6'7"'5“1‘1 ) . (65 907) '(é?;ééé)
Acqmsmons in JO{)fi and spln oﬂ of.r-'ib.s'blra in 2004 AR 86024 o - (425 069)‘ o 26250 .................. { 116464}
Other, pnmanlyforesgncurrencylranslatlon T 141526 (128,623) 108452””” L. Co s
Projected bene_rt obligations, Decembar 31 $5,614,060 $5,041,086 $4,753225 $1,520,412 $1,202,301 $1,112,124
Plang' assats at tair value, January 1 $4,348,779  $3.465666 $3,017,732 $ 149080 § - % -
Actusiretumotpians'assets 507223 asag2 285794 22985 eoe0 -
Company contibutions T 266,269 755982 . 565908 107,511 205907 67,232
Bt paJd ........................... . é{é;ééo) - '('165 'éé}:')' . ,“.9.1. .5.43.} ........... (éf’ '5i1) . '(65 907). . (67 2321
Acquisitions in 2006 and spin-off of Hospia in 2004 92760 - pe2i09 - -
Other primarily foreign currencytranslatnon ........ ST 83225 -------- (61 817) 49883 ' - — —
Plans’ assets ! fair value, December 31 $5,085,626  $4,348,779  § 3,465,666 $ 212035 § 149080 & —
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hedical and Dental Plans

2006 2005 2004 2008 2005 2004
Projected benefit obligations greater than
plans’ assets, December 31 $ (528,434 $ (692,307) ${1 287,550) $(1,308,377) $(1 143,221) $(1 112,124)
Unrecognized actuarial losses, net 1501408 1494915 697717 587,976
Unrecognized prior senvice cost (credns) ' 5.004' . (5 835)” (264 499)' o (285 659)
Net prepaid (accrued) benefit cost $ 814,108 $ 201,521 $ (710,003) $ (809,807
Long-term assets $ 84268 $ -
Short-term liabilties @3558 TS
tong-tem liabiies ' (589,148) " (1,308,377}
Net liability $ (528,434) $(1,308,377)
Accrued benefit cost § {463,789) $ (617,533) $ (710,003) $ (809,807)
Prepaldbenemcost """""" ' 1262892- 241622 o o o
Intang|ble assets S 130 1? 261 - -
Accumulated other comprehenswe lnoome (Ioss) ...... B '14.8.?3 S 5601 woo T - -
Net prepaid (accrued) benafit cost $ 814,106 § 201,521 $ {710,003} $ (809,807)
Amounts Recognized in Accumulated Other
Comprehensive Income {loss):
Amuami losses net $1,343,052 S 785 778
Prior service cost (credits) 42859 (248,947
Total $1,385711 $ 536.831
Servica cost — benefits earned during the year $ 218862 § 205286 § 187,146 $ 55618 $ 43554 § 34628
Intesest cost on projected benefit obligations. 275380 289708 253249 79988 64088 54,054
Expected rotum on plans’ assets ‘ | (382220)  (360,304)  (205.204) 06259 (1948 -
Amortization of actuarial losses 78088 es5744 29776 44,612 31,560 27.453
Amortization of prior servica cost (credits) Cosar T 88 1088 91,1600 213600 {21,803)
Total cost 190,460 170,503 175,910 142,805 106,103 104,332
Discontined aperatons P T TR s
Net cost of continuing operations $ 190460 $ 170503 § 166,129 $ 142805 §& 106,103 § 89983
The pretax amount of actuarial losses and prior service cost (credits) Balances Balances
included in Accumulated other comprehensive income (loss) at Befora After
December 31, 2006, that is expected to be recognized in the net Adoption of Adoption of
periodic benefit cost in 2007 is $80,900 and $3,300, respectively, Balance Sheet Caption Standard Adustments  Standard

for defined benefit pension plans and $48,500 and ${21,500}, respec-

tively, for medical and dental plans.

On Decernber 31, 2006, Abbott adopted the provisions of SFAS
Mo. 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans.” The provisions of this standard require
the immediate recognition of deferrals on the balance sheet with a

Deterrad Income Taxes
and QOther Assets

Other Long-term Liabilities

Accumulated Other
Comprehensnre lncome (Ioss)

corresponding charge to Accumulated other comprehensive income =

{loss}). The following table summarizes significant changes in balance .= e
Total Assets and Total Liabilies

sheet line items before and after the adoption of the provisions

of this standard.

and Shareholders’ Investment

Posl-emplcyment Obligations and

3 1820785 $ (953,704)$ 867,081

2,450,643 712,484  3,163.127
366,655 {366,655) —
1,643,784 (1,253,998} 389,766

15,308,184 (1.253,098) 14.054.186

37,120,740 (951,568) 36,178,172

The projected benefit obligations for non-U.S. defined benefit plans

was $1,483,000, $1,148,000 and $1,132,000 at December 31, 2008,
2005 and 2004, respectively. The accumulated benefit obligations for
all defined benefit plans was $4,738,000, $4,158,000 and $3,854,000
at Decermmber 31, 2006, 2005 and 2004, respectively. For plans

where the accumulated benefit obligations exceeded plan assets at
December 31, 2006, 2005 and 2004, the aggregate accumulated
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benefit obligztions were $544,000, $465,000 and $3,053,000, respec-
tively; the prcjectsd benefit obligations were $592,000, $508,000 and
$3,738,000, espectively; and the aggregate plan assets were
$22,000, $5,200 and $2,909,000, respectively.

The weightec| average assumptions used 1o determine benefit
obligations fcr defined benefit plans and medical and dental plans as
of December 31, the measurement date of the plans, ars as follows:

2006 2005 2004
Discount rate 5.7% 5.5% 5.6%
Expacted ‘ég';ér 'agéfa évéféé;é .................................................
iong-term char.ge in compensation 4.2% 4.2% 4.2%

The weighted average assumptions used to determine the net cost for
defined benefit plans and medical and dental plans are as follows:

2006 2005 2004
Discount rate 5.5% 5.8% 6.0%
Expected return on plan assets 85% 84% 8.4%
Eioctad sabcaie avorags 1T
long-term charige in compensation 4.2% 4.2% 4.2%

The assume] health care cost trend rates for medical and dental plans
at Decembe* 31 were as follows:

2006 2005 2004
Hesalth care ccst trend rate
assurned for the next year 7% 7% 7%
oo Tt the(;ost g T e
gradually declines to 5% 5% 5%
M o S R S
assumed ultin ate_ r_at‘e 2012 2012 2007

The discount rate used to measure liabilities as of December 31, 2006
and 2005 w.“ls determined based on high-quality fixed income securi-
ties that maich the duration of the expected retiree benefits. Prior to
December 31, 2005, the discount rate was determined by reference
to a composite corporate AA bond index. The health care cost trend
rate represents Abbott's expected annuat rates of change in the

cost of health care benefits and is a forward projection of health

care costs £5 of the measurement date. A one-percentage point
increase/(decrease) in the assumed health care cost trend rate
would incregse/{decrease) the accumulated post-employment benefit
obligations a3 of December 31, 2006, by $245,400/$(196,800),

and the totai of the service and interest cost components of net
post-emplovment health care cost for the year then ended by
approximately $26,200/8(20,400).

In 2004, Abaott reflected the requirements of Financial Accounting
Standards Eloard Staff Position No. 108-2, “Accounting and
Disclosure F'iequiremems Retated to the Medicare Prescription Drug,
Improvemerit and Modernization Act of 2003.” As a result, the
projected b-rzneﬁt abligations related to benefits attributed to past
service wer: reduced by approximately $210,000 and the net cost
recognized ‘[n 2004 was reduced by approximately $33,000.

The weighted average asset allocation for Abbott's U.S. defined
benefit plans and medical and dental plans by asset category is shown
in the table below. Abbott’s international defined benefit plans have
similar equity content.

Asset Category: 2006 2005 2004
Equity securities 75% 74% 73%
A R s ey

Total 100% 100% 100%

The investment mix between equity securities and fixed income
securities is based upon achieving a desired return, balancing higher
return, more volatile equity securities, and lower return, less volatile
fixed income securities. Abbott's domestic plans are invested in diver-
sified portfolios of public-market equity and fixed income securities.
Investment allocations are made across a range of markets, industry
sectors, capitalization sizes, and, in the case of fixed income securi-
ties, maturities and credit quality. The plans do nct directly hold any
securities of Abbott. Abbott's international defined benefit plans are
invested in a corresponding manner, with some variance in portfolio
structure around local practices.

The plans' expected return on assets, as shown above, is based on
management’s expectations of long-term average rates of return to
be achieved by the underlying investment portfolios. In establishing
this assumption, management considers historical and expected
returns for the asset classes in which the plans are invested, as well
as current economic and capital market conditions.

Abbott funds its gomestic pension plans according to IRS funding
limitations. In 2006, 2005 and 2004, $200,000, $641,000 and
$482,000, respectively, was funded 1o the main domestic pension
plan. International pension plans are funded according o similar
regulations. Abbott expects pension funding for its main domestic
pension plan of $200 million annually.

Total benefit payments expected o be paid to participants, which
includes payments funded from company assets as well as paid from
the plans, are as follows:

Defined Medical and

Bengfit Plans Dental Plans

2007 $ 218,600 $ 69,000
oo e e 230000 73000
Sorn 242400 ....... 84500
oty 253300 L 90800
sosiesie 15‘.3500 e 527500

The Abbott Stock Retirement Plan is the principal defined contribution
plan. Abbott’s contributions to this plan were $102,000 in 2006,
$100,000 in 2005 and $97,000 in 2004.

Abbott provides certain other post-employment benefits, primarily
salary continuation plans, to qualifying domestic employees, and
accrues for the related cost over the service lives of the employees.
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Note 5 — Taxes on Earnings
fdoliars in thousands}

Deferred income taxes reflect the tax consequences on future years
of differences between the tax bases of assets and liabilities and their
financial reporting amounts. U.S. income taxes are provided on those
earnings of forsign subsidiaries, which are intended to be remitted to
the parent company. Except for taxes on dividends that were remitted
under the American Jobs Creation Act of 2004, Abbott does not
record deferred income taxes on earnings reinvested indefinitely in
foreign subsidiaries. Undistributed earnings reinvested indefinitely in
foreign subsidiaries as working capital and plant and equipment
aggregated $7,319,000 at December 31, 2006. It is not practicable to
determine the amount of deferred income taxes not provided on these
earnings. Abbott has recorded reserves for income tax loss contingen-
cies in accordance with SFAS N, 5. The maximum possible loss in
excess of the recorded reserves is not material. In the U.S., Abbott's
federal income tax returns through 2003 are settled, and the income
tax returns for years after 2003 are open.

Eamings from continuing operations before taxes, and the related
provisicns for taxes on earnings from continuing operations,
ware as follows:

Earnings From Continuing

Operations Before Taxes 2006 2005 2004
Domestic $ (868,384) $2,066,232 $2,278,180
Forsign 7773144754 2551688 1.847.420
Total $2,276,370 $4,619,920 $4,125600

Taxes on Eamnings From

Continuing Cperations 2008 2005 2004
Current:

U.S. Federal and Possessions $ 491576 § 526213 § 172,322
State U ras2 T 89483 43456
Foreign 833,047 16118 461.74D
Total current 1,142,878 1,231,814 677,518
Deferred:

Domestic (544 678} 4,709 295,030
Forsign (35564 17,035 (24.272)
Enacted tax rate changes ‘wozy (5:703) 1,488
Total deferred {5683,263) 16,041 272,246
Total $ 559,515 $1247,855 $ 940,764
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Differences between the effective income tax rate and the
U.S. statutory tax rate were as follows:

2006 2005 2004
Statutory tax rate on earnings
from continuing operations 35.0% 35.0% 35.0%
Benefit of lower tax rates and I
tax exemptions in Puerto Rico,
the Netherlands and Ireland (18.4) {6.4) (7.8)
Effect of taxes on remittances of T
foreign earnings in connection with
the American Jobs Creation Act of 2004 - 5.3 —
'Effééltlc‘)fHdhdeduchbleacquwed S
in-process research and development 19.4 - 20
State taxes, net of federal benefit B 7 R - B K
Adustments primariy related S
1o resolution of prior years'
accrual requiremernts (5.8) (1.8) (3.6)
Domestic dlwdend exclusmn . ('5'.9)' o (2 7)' T ”('2'.'6')‘ '
Al ot et R R ”(36) .......... ('1'.'1')”
Effective tax rate on earnings
from continuing cperations 24.6% 27.0% 23.0%

As of December 31, 2008, 2005 and 2004, total deferred tax assets
were $3,172,933, $2,040,906 and $2,171,782, respectively, and total
deferred tax jiabilities were $1,136,964, $1,355,181 and $1,349,972,
respectively. Valuation allowances for deferred tax assets were not
significant. The tax effect of the differences that give rise 10 deferred
tax assets and liakilities were as follows:

2006 2005 2004
Compensation and employee benefits  § 921313 § 37.578 § 247,885
Trade recewable reserves 236 218 ..... 227251 .... 223507
Inventory reserves 163 004 161934 B 129 052
Deferred |ntercompany proflt 39{}144 319,402 ”379 560
State income taxes 51494 49153 (7.335)
Depreciation (34649 (157272)  (193,224)
Acquired in- processresearch and S
development and other accruals and
reserves not currently deductible o 268445 o 1132954 o 111161 1

Other, primarily the excess of

book basis over tax basis of

intangible assets (872,334) (1.095,182) (1,079,388}
Total $2,023635 $ 675818 § 811,667

Among the provisions of the American Jobs Creation Act of 2004 was
a provision that allows for the exctusion from income of a portion of the
remittances of earnings of foreign subsidiaries to U.S. shareholders
through December 31, 2005. In 2005, Abbott remitted in accordance
with the provisions of the Act approximately $4,300,000 of foreign
earnings previcusly reinvested indefinitely. The additional income tax
expense recorded for the remittance was approximately $245,000.
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Note 8 — Sejyment and Geographic Area Information
(doliars in millic j-?s)

Revenue Seg?ﬂents — Abbott's principal business is the discovery,
development, manufacture and sale of a broad line of health care
preducts. Ab goﬁ’s products are generally scld directly to retailers,
wholesalers, ospitals, health care facilities, laboratories, physicians’
offices and government agencies throughout the world. Effective with
the acquisition of Guidant’s vascular intervention and endovascular
solutions bus‘tnesses on April 21, 2006, Abbott's base vascular busi-
ness and Gui:dant's vascular intervention and endovascular solutions
businesses ae reporied as the Vascular Products segment. Effective
January 1, 20106, Abbott's segments were reorganized to reflect the
shift of nutritional products from Abbott's International division to a
newly formec‘ divisicn, Abbott Nutrition International. For segment
reporting puryoses, Abbott's Ross Products division and the Abbott
Nutrition Inteinational division are aggregated and reported as the
Nutritional Pr»‘)ducts segment and the U.S. and international pharma-
ceutical prod [JCtS divisions are aggregated and reported as the
Pharmaceutu[al Products segment. The segmaent information below
has been adj [Jsted to reflect the acquisitions and recrganizations.
Abbott's repc rtable segments are as follows:

Pharmaceutfc;:a! Products — Worldwide sales of a broad line of
pharmaceuti:":ala For segment reporting purposes, two pharmaceuti-
cal divisions :ire aggregated and reported as the Pharmaceutical
Products secment.

Net Sales to Operating
External Customers (a) Earnings (Loss) (a)

Diagnostic Products — Worldwide sales of diagnostic systems and
tests for blood banks, hospitals, consumers, commercial laboratories
and alternate-care testing sites. For segment reporting purposes, four
diagnostic divisions are aggregated and reported as the Diagnostic
Products segment.

Nutritional Products — Worldwide sales of a broad line of adult
and pediatric nutritional preducts. For segment reporting purposes,
two nutritional products divisions are aggregated and reported as
the Nutritional Products segment.

Vasctdar Products — Worldwide sales of coronary, endovascular
and vessel closure products.

Abbott’s underlying accounting records are maintained on a tegal
entity basis for government and public reporting requirements.
Segment disclosures are on a performance basis consistent with inter-
nal management reporting. Intersegment transfers of inventory are
recorded at standard cost and are not a measure of segment operat-
ing earnings. The cost of some corporate functions and the cost of
certain employee benefits are charged to segments at predetermined
rates that approximate cost. Remaining costs, if any, are not allocated
to segments. For acquisitions pricr to 2006, substantially all intangible
assets and related amortization are not allocated to segments.

The following segment infermation has been prepared in accordance
with the internal accounting policies of Abbott, as described above,
and are not presented in accordance with generally accepted
accounting principles applied to the consolidated financial statements.

Additions fo
Long-tarm Assets

Depreciation

and Amortization Total Assets

2008 2005 2004 2006 2005 2004

2006 2005 2004 2006 2005

2006 2005 2004

Pharrnaceutlca,s (b) (c) $12 395 $13 6591 $11 913 ‘§4,_522 $4,204 $3889

§ 92815 67668 6,517

Diagnostics 3979 3756 3378 431 495 378 277 231 201 435 425 4073 3742 3691
Nutitionals 4313 3037 3589 1206 1036 1,047 112 99 91 184 81 2487 2218 1936
Vascular(@) 1,082 263 =21 (115 (138 (104 157 20 20 3837 88 16 4400 290

Total Reportab e

Segments 21760 21,637 19,101 $6.044 $5.080 $5210  $696 $620 $531 6671 $983  $A70 $20.221$13017 $12.373

Other 707 701 579
Nt Sates $22,476 $22,338 $19,680

{a} Net sales an 1 operating eamings for 2006 were unfavorably atfected by the relatively stronger U.S. dollar and 2005 and 2004 were favorably affected by the relativety weaker U S, dollar,

) The decreas :in Pharmaceutical Product segment sales in 2006 is due primarily 1o the effects of the amendment to the Boehringer Ingetheim distributicn agreement.

{c) Additions to 'ong-term assets for the Pharmaceutical Prodikts segment includes gooowill and intangible assets acquired in 2006 of $1,590 and $821, respectively, and the Vascular Products
segment inc udes goodwill and intangible assets acquired in 2006 of $1,688 and $1,195, respectively.

2006 2005 2004
Total Repodab‘e Segrment
Operating Earrlngs $6,044 $5,689 $5.210
Corporatefunctlonséhd U et LAt b A
benefit plans ¢ sts {d) 449 289 341
Nonreporlable'segmenté”” S (6)30 119
Net interest ex yense S 292 154 149
Acqwred in- ;:.m ycess and collaborahons -----------------------------------
research and cevalopment 2,014 17 279
(Income) from fAF' Pharmaceutical o
Products Inc. jint venture 476) {441} (375)
Share-pased Compensation () 330 30 29
Oternety 1185 990 542
Consclidated Earnings from Continuing
Operations Be'ore Taxes $2,276 $4,620 $4,126
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[d Corporate functions and benefit plans costs for 2006, inciudes a phifanthropic
contribution of $70 to the Abbott Fund,

{e) Approximately 40 to 45 percent of the annugl cost of share-based awards will typically be
recognized in the first quarter due te the timing of the granting of share-based awards.

(f  Other, net for 2008 includes $281 for restructuring plans as discussed in Note 14;
$220 tor acquisition integration and related costs primarily associated with the acquisition
of Guidant’s vascular intervention and endovascular solutions businesses and income
of $91 from fair valua adjustments 1o certain derivative financial instruments related to the
investment in Boston Scientific common stock and note receivable. Other, net for 2005
includes $266 for restructuring and impairment charges as discussed in Note 14,
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2006 2005 2004
Total Reportable Segment Assets $20,221 $13,017 $12.373
Cash and investments 2803 3000 2205
Curent deferred income taxes T 1249 iose
Mon-reportable segments 1,147 1,031 1,434
Assets held for sale to Hospira - 163 317
'An bther. ne:,' primdh‘ly gdodwill ' - o
and intangible assets nat allocated
1o reportable segments 10,490 10,591 11,406
Total Assets $36,178  $20,141  $28.767
MNet Sales to
External Customers (g) Long-Term Assets
2006 2005 2004 20068 2005 2004
United States $11.995 $12,707 $11.242 $13536 § 7.717 § 7,203
Japan ‘ ‘1054 1027 987 974 9356 1,044
Germany 885 992 811 6154 5467 6176
The Netherlands 1061 839 705 185 156 146
ety 848 806 745 266 211 234
Canada 762 680 595 74 68 68
France g6 657 587 131 @2 94
Spain ' 583 542 513 283 232 275
United Kingdom 517 504 496 1,446 1281 1415
Al Other Counties 4,075 3524 2,809 1857 1506  1.288
Consolidated $22,476 $22.338 $19,680 $24.896 517,755 $18,033

{a) Sales by country are based on the country that sok the product.

Note 7 — Litigation and Environmental Matters

Abbott has been identified as a potentially responsible party for
investigation and cleanup costs at a number of locations in the United
States and Puerto Rico under federal and state remediation laws and
is investigating potential contamination at a number of compary-
owned locations. Abbott has recorded an estimated cleanup cost for
each site for which management believes Abbott has a probable loss
exposure. No individual site cleanup exposure is expected to exceed
$3 million, and the aggregate cleanup exposure is not expectad to
exceed $15 million.

There are two patent disputes with third parties who claim Abbott's
preducts infringe their patents. In the first dispute, Abbott recorded the
findings of a binding arbitration and paid the amount in January 2007.
In the second dispute, which Abbott assumed as part of the

Guidant acquisition, reserves equal to the expected resolution have
been recorded.

There are several civil actions pending brought by individuals or
entilies that allege generally that Abbott and numerous pharmaceutical
companiss reparted false or misleading pricing information refating to
the average wholesale price of certain pharmaceutical products in
connection with federal, state and private reimbursement. Civit actions
have also been brought against Abbott, and in some cases other
members of the pharmaceutical industry, by state atiorneys general
seeking to recover alleged damages on behalf of state Medicaid
programs. In May 2008, Abbott was notified that the U.S. Department
of Justice intervened in a civil whistle-blower lawsuit alleging that
Abbott inflated prices for Medicaid and Medicars reimbursable drugs.
The outcome of these investigations and litigation could include the
imposition of fines or penalties. Abbott is unable to estimate the
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amount of possible loss, and no loss reserves have been recorded
for these exposures, Many of the products involved in these cases
are Hospira products. Hospira, Abbott’s former hospital products
business, was spun off t0 Abbott's shareholders in 2004, Abbott
retained liability for losses that result from these cases and investiga-
tions to the extent any such losses both relate to the sale of Hospira’s
products prior to the spin-off of Hospira and relate to allegations that
were made in such pending and future cases and invastigations that
waere the same as allegations existing at the date of the spin-off.

Within the next vear, legal proceedings may occur that may result

in a change in the estimated reserves recorded by Abbott, For its legal
proceedings and environmenta! exposures, excluding the cases and
investigations discussed in the third paragraph of this footnote, and
excluding the binding arbitration award discussed in the second
paragraph, Abbott estimates the range of possible ioss to be from
approximately $165 million to $295 milion. The recorded reserve bal-
ance at December 31, 2006 for these proceedings and exposures was
approximately $200 milion. These reserves represent management’s
best estimate of probable loss, as defined by Statement af Financial
Accounting Standards No. 5, “Accounting for Contingencies.”

While it is not feasible to predict the outcome of all such proceedings
and exposures with certainty, management believes that their ultimate
disposition should not have a material adverse efiect on Abbott's
financial pasition, cash flows, or results of operations, except for the
cases and irvestigations discussed in the third paragraph of this foot-
note, the resolution of which could be material to cash flows or results
of operations for a quarter.

Note 8 — Spin-off of Hospira

In 2004, Abbott's Board of Directors declared a special dividend
distribution of all of the outstanding shares of common stock of
Hospira, Inc., payable on April 30, 2004, Hospira included the
operations relating to the manufacture and sale of hospital products
including specialty injectable pharmaceuticals, medication delivery
systems and critical care devices and injectable pharmaceutical
contract manufacturing. Hospira included Abbott's Hospital Products
segment, after that segment’s recrganization on January 1, 2004,
and portions of the former International segment. The income and
cash ftows of Hospira and the direct transaction costs of the spin-off
have been presented as discontinued operations in the Consolidated
Statement of Eamings and Statement of Cash Flows,

Abbatt has retained liabilities for taxes on income prior to the spin-off,
defined benefit, post-employment medical and dental plan obligations
and assets, as of the spin-off, for most of Hospira's U.S. retired
employees and U.S. retirement eligible employeés and certain poten-
tial liabilities, if any, related to alleged improper pricing practices prior
to the spin-off in connection with federal, state and private reimburse-
ment for certain drugs.

Note 9 — Incentive Stock Program

The 1996 Incentive Stock Program authorizes the granting of stock
options, replacement stock options, stock appreciation rights, limited
stock appreciation rights, restricted stock awards, restricted stock
units, performance units and foreign qualified benefits. Stock options,
replacement stock options and restricted stock awards and units
comprise the majority of benefits that have been granted and are
currently outstanding under this program and prior programs. tn 2006,
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Abbott granted 25,657,134 stock options, 3,961,376 replacement
stock options, 1,088,911 (net of forfeitures of 100,000} restricted
stock awards and 949,397 (net of forfeitures of 27,600} restricted
stock units under the programs. The purchase price of shares under
option must be at least equal to the fair market value of the common
stock on the date of grant, and the maximum term of an option is

10 years. Optil“)ns vest equally over three years except for replacement
options, which vest in six months. Most options granted before
January 1, 2005 included a replacement feature. When an employee
tenders matur: shares to Abbott upon exercise of a stock option,

a replacement stock option is granted equal to the amount of shares
tendered. Flep:acement options are granted at the then current market
price for a 1err1 that expires on the date of the underlying option grant.
Upon a changz in control of Abbott, all outstanding stock options
become fully exercisable, and all terms and conditions of all restricted
stock awards and units are deemed satisfied. Restricted stock awards
granted in 20G6 have a 5 year term, with no more than one-third of
the award vesling in any one year upon Abbott reaching a minimum
return on equizy target. Restricted stock units granted in 2006 vest
over three years and upon vesting, the recipient receives one share of

Abbott stock for each vested restricted stock unit. The aggregate fair
market value of restricted stock awards and units is recognized as
expense over the vesting period. Restricted stock awards and settle-
mant of vested restricted stock units are issued out of treasury shares.
Abbott issued new shares for exercises of stock options. Abbott does
not have a policy of purchasing its shares relating to its share-based
programs, At January 1, 2007, approximately 49 million shares were
reserved for future grants under the 1996 Program. Subseguent to
year-end, the Board of Directors granted approximately 20 million
stock options and restricted stock awards and units from this reserve.

The number of restricted stock awards and units outstanding and

the weighted-average grant-date fair value at December 31, 2005 and
Dacember 31, 2006 was 2,381,800 and $50.09 and 3,830,728 and
$45.31, respectively. The number of restricted stock awards and units,
and the weighted-average grant-date {air value, that were granted,
vested and lapsed during 2006 were 2,165,908 and $43.99, 573,019
and $48.74 and 143,861 and $43.93, respectively. The fair value of
restricted stock awards and units vested in 2006, 2005 and 2004
was $32,226,000, $12,949,000 and $16,469,000, respectively.

Opticns Qutstanding Exercisable Options

. Waeighted Weighted Weighted Weighted

Average Average Average Average

Exercisa Remaining Exercise Remaining

Shares Price Life [Years) Shares Price Life (Years})

December 31, £ 005 141,122,811 $42.69 6.3 98,328,158 $42.77 54
G O éé,é'{é,'s'io .......... o
i e e e (1853?136)3507
Lapsed . e e e e (é.iié.'ziéi)" s

$43.80 6.2 100,543,786 $43.51 5.1

December 31, 2006 146,060,704

The aggregats intrinsic value of options outstanding and exercisable

at December 31, 2006 was $816 million and $622 million, respectively.
The total intrinsic value of options exercised in 2008, 2005 and

2004 was $205 million, $189 million, and $133 million respectively.
The total unrecognized compensation cost refated to all share-based
compensation plans at Decembar 31, 2006 amounted to approxi-
matety $235 million which is expected to be recognized over the

next three yeirs.

On January 1, 2006, Abbott adopted the provisions of Statemnent of
Financial Accaunting Standards No. 123 (revised 2004), “Share-Based
Payment,” which requires that the fair value of share-based awards

be recorded in the results of operaticns. Abbott used the modified
prospective riethod of adoption. Under this method, prior years'
financial resuts do not include the impact of recording stock options
using fair val.e. Under the revised standard, awards issued after 2005
and the remeinder of any unrecognized cost for grants issued prior to
2006 are che}ged {0 expense. Total non-cash compensation expense
charged agaihs: income in 2006 for share-based plans totaled approx-
imatety $330 million and the tax benefit recognized was approximatety
$78 miillion. £ipproximately 40 to 45 percent of the annuat net cost of
share-based awards will typically be recognized in the first quarter due
to the timing of the granting of share-based awards. Compensation
cost capitalized as part of inventary is not significant.
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Through December 31, 2005, Abbott measured compensation cost
using the intrinsic value-based method of accounting for stock options
and replacement options granted to employees. Had compensation
cost been determined using the fair value-based accounting method
in 2005 and 2004, pro forma net income {in billions) and earnings per
share (EPS) amounts would have been as follows:

2005 2004
Net income, as reported 3 34 $ 32
-C'c')rhp.énéé‘ﬁdh'cl:{)‘si'ﬁr'\défféir e T U
value-based accounting method,
net of taxes of $0.07 in 2005 and 2004 ©.2) 0.2)
Net income, pro forma $ 32 $ 3.0
Basic EPS, as reported $2.17 $2.07
BésicEﬁSibr‘(ifo}r'ﬁém ............................... vod T rea
Bioiod EPS. o5 rébbﬁéd ......................... P .
Diuied EPS proforna | 202 194

The weighted average fair value of an option granted in 2008, 2005
and 2004 was $11.72, $12.17 and $11.79, respectively. The fair value
of an option grant was estimated using the Black-Scholes option-
pricing model with the following assumptions:

2006 2005 2004

Risk-free interest rate 4,6% 3.8% 2.9%




Notes to Consolidated Financial Statements

The risk-free interest rate is based on the rates available at the time

of the grant for zero-coupon U.S. government issuss with a remaining
term equal 1o the opticn’s expected life. The average life of an option
granted in 2006 is based on both historical and projected exercise and
lapsing data. Pricr to 2006, the average life of an option granted was
based on historical experience. Expected volatility for 2006 option
grants is based on implied volatilities from traded options on Abbott’s
stock and historical volatility of Abhott's stock over the expected life
of the option. Expected volatility for options granted prior to 2006 was
based on historical volatility over a period prior to the option grant
equal to the option’s expected life. Dividend vield is based on the
option's exercise price and annual dividend rate at the time of grant.

Note 10 — Debt and Linas of Credit
{dlollars in thousands)

The following is a summary of long-term debt at December 31;

2006 2005 2004
5.625% debentures, due 2006 $ = $ = _$1_,(_30_Q,000
64%debemures due 2006 = — 250,000

0. 77% Yen notes, due 200? -
Noles vanable |nterest U e
abova LJBOR — 770,000 -
Euronotes.vanablemterest S
above LIBOR, due 2008

British Pound notes

variable interest above LIBOR § S — Mmoo -
6.0% debentures, due 2008 © 200000 200000 200,000
5.4% debentures, due 2008 000000 200000 200,000
105% Yennotes, due 2008 430775 418270 486,713
3.5% debentures, due 2009 500000 500,000 500,000
53?5%debentures due2009 S “5000007 I -
151% Yennotes, dus 2010 120232 125481 146014
3.75% dobentures, due 2011 500,000 500,000 500,000
SB%debentures du52011 N 1500000 [,
195% Yennotes, due 2013 215387 209135 243386
4.35% debentures, due 2014 500000 §00,000 500,000
SBTS%deDemures due2018 2000000‘ S D
'(jiﬁé}'l-ﬁciﬁdlng1a|rmarketvalua. o o
adiustments relating 1o interest

rate hedge contracts designated

as fair value hedges 70,090 82,198 84,508
Total, net of current matuntles 7009664 4571504 4787934
Curent malurities of iong-term debt 95276 1849563 156034

Total camying amount $7,104,840 $6,421,067 $4,943,968

Principal payments required on long-term debt outstanding at
December 31, 2006, are $95,276 in 2007, $1,098,353 in 2008,
$1,003,792 in 2009, $130,342 in 2010, $2,000,355 in 2011 and
$2,771,336 thereafter.

At December 31, 2008, Abbott had $7,000,000 of unused lines of
eredit, including a $4,000,000 short-term facility, which supports
commercial paper borrowing arrangements. The lines of credit, other
than the short-term facility, expire in 2010. Related compensating
balances, which are subject 1o withdrawal by Abbott at its option, and
commitment fees are not material. Abbott's weighted average interest
rate on short-term borrowings was 5.0% at December 31, 2008,
1.3% at December 31, 2005 and 2.2% at Decernber 31, 2004.
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Note 11 — Business Combinations, Technology Acquisitions
and Related Transactions

In December 2006, Abbott acquired Kos Pharmaceuticals Inc.

for cash of approximatety $3.8 billion, net of cash held by Kos
Pharmaceuticals to expand Abbott’s presence in the lipid manage-
ment market and to provide several on-market and late-stage pipeline
products. Kos Pharmaceuticals Inc. is a speciaity pharmaceutical
company that develops and markets proprietary medications for

the treatment of chronic cardiovascular, metabolic and respiratory
diseases. This business was acquired on Decermber 13, 2006 and the
financial results of the acquired operations are included in these finan-
cial statements beginning on that date. The acquisition was financed
primarily with short-term debt. The preliminary allocation of the acqui-
sition cost is shown in the table below (in millions of dollars).

Goodwill, primarily non-deductivle $1,824
Acqwred in-process research and development i 262
Acquired |ntén§;blé assets. -------------------
primaﬁly produci r‘|ghls fo{ marketed products 821
Acquwedneltangibleassets o B 97
Deferred income taxes recorded at acqu15\l|0n Sy (234)
Total preliminary allocation of acquisiticn cost 33,770

Acquired intangible assets will be amortized over 1 to 15 years.
Non-deductible acquired in-process research and development was
charged to income in 2006. The net tangible assets acquired consist
primarily of trade accounts receivable, inventories and property and
equipment, net of assumed liabilities, primarily accrued salaries and
wages and other liabilities.

In order to expand Abbott’s presence in the growing vascular market,
Abbott acquired Guidant's vascular intervention and endovascular
sofutions businesses for approximately $4.1 billion, in cash, in connec-
tion with Boston Scientific’s acquisition of Guidant. These businesses
were acquired on April 21, 2006 and the financial results of the
acquired operations are included in these financial statements begin-
ning on that date. In addition, Abbatt will also pay to Boston Scientific
$250 million each upon government approvals to market the XIENCE
V drug-eluting stent in the U.S, and in Japan, Each $250 milion pay-
ment will result in the recording of additional goodwill, The preliminary
allocation of the acquisition cost is shown in the table befow (in millions
of dollars). The valuation of intellectual property, including intangible
assets and acquired in-process research and development, is sub-
stantially complete, but the valuations of the other assets and liabilities
are preliminary. The allocation will be finalized when certain information
regarding the other assets and liabilities is known.

Goodwill, primarily deductible $1,688
Acqured intangible assets, 0 7
pnmanly product rlghts for markeled products 1,195
Acquired in-process research and developmem T ‘ T ‘ 665
Acqu:red net langlble assets - T 580
Total preliminary allocation of acquisition cost $4,128

Acquired intangible assets will be amortized over 3 to 15 years
laverage of approximately 10 years). Tax deductible acquired in-pro-
cess research and development was charged to income in 2006.
The net tangible assets acquired consist primarily of property and
equipment of approximately $530 million, trade accounts receivable

59




Abbaott 2006 Annual Report

of approximately $250 million and inventories of approximaiely -
$120 millior', net of assumed liabilities, primarily trade accounts
payabls, liti(jation reserves and other liabilities.

In order to facilitate Boston Scientific’s acquisition of Guidant, Abbott
also acquired 64.6 milion shares of Boston Scientific common stock
directly from Boston Scientific and loaned $300 million to a wholly-
owned subriidiary of Boston Scientific. Abbott is required 1o dispose of
the shares by October 2008. Sales of the shares are limited 10 approxi-
mately 5.4 fnillion shares per month until October 2007, The amount
recorded upon the acquisition of the shares includes a discount to
market, bas‘ed on an appraisal, to reflect the value of the restrictions
on sale. On the date of acquisition, half of the shares were recorded
as available for sale in accordance with SFAS No. 115 and the remain-
der under the cost method in accordance with APB No. 18, As of
December :31, 2008, all of the shares are recorded as available for
sale in accordance with SFAS No. 115. The loan, which is due in

April 2011, |s guaranteed by Boston Scientific and bears a favorable
effective int2rest rate of 4 percent, which is reflected in the valuation

of the note receivable. In connection with the acquisition of the shares,
Boston Sciantific is entitled to certain after-tax gains upon Abbott's sale
of the shargs. Abbott would retain any gains on the sale of the Boston
Scientific shares up to a sales price of $23.83; Boston Scientific would
receive any after-tax gains on the sale of the shares for the portion of
the sales p! ice in excess of $23.83 but lower than $26.00; and Boston
Scientific would receive one-half of any after-tax gain for the portion

of the sales price in excess of $25.99. Based on an appraisal, Abbott
recorded ayproximately $114 million for this gain-sharing derivative
financial in¢ trument hability. In addition, Boston Scientific agreed to
reimburse ,Abbott for certain borrowing costs on debt incurred to
acquire the Boston Scientific shares. After Abbott incurs the first

$10 milion of interest cost on debt incurred to acquire the shares,
Boston Sciantific will reimburse Abbott for the next $60 million of inter-
est cost. Raimbursermnent for the incremental interest cost will be in the
form of adc{litior\al common stock of Boston Scientific, payable 18
moniths aft3r the acquisition. Abbott recorded approximately $55 mil-
lion for this[interest derivative financial instrument asset. The effect of
recording the shares, the loan to Boston Scientific and the derivative
financial instruments at fair value on the date of acquisition resulted in
the recording of additional goodwill of approximately $204 million. The
financial assets and liability acquired from Boston Scientific were valued
and recorded at acquisition as follows (in miions of dollars):

Boston Scientific common stock $1,326
MNotereceiveble 829
Derivative fijancial instruments, net (59}

Total ) $2,096

In 2005, Abbott acquired the remaining interest in a small medical
products c ompany that was previously accounted for under the equity
method of accounting and a less than 50 percent equity interest in a
small med ¢al products company. The aggregate cash purchase price
was apprcximately $25 million. Acquisition accounting resulted in the
recording of non-tax deductible goodwill of approximately $63 million,
intangible assets of approximately $22 million and a charge of approxi-
matety $17 million for acquired in-process research and development.
In 2005, Abbott acquired additional rights related to HUMIRA for
approxime;tely $270 mitlion, which are being amortized over 13 years.

In 2004, Abbott acquired TheraSense, Inc., a leader in the develop-
ment, manufacturing and marketing of blood glucose self-menitoring
systems, for approximately $1.2 billion in cash; -STAT Corporation,

a manufacturer of point-of-care diagnostic products for blood analysis,
for approximatety $394 million in cash; EAS, a nutritional company
with a portfolio of nationally recognized brands, for approximately
$320 million in cash; and Spine Next, a manufacturer of orthopedic
spinal imptant devices, for approximately $58 million in cash plus
additional milestone payments of up to $23 million upon achigvernent
of futurs targets. Abbott also acquired certain other product technolo-
gies for approximately $352 milion. These acquisitions resuited

in a charge of $271 million for acquired in-process research and
development, intangible assets of approximately $1.3 billion, non-tax
deductible goodwill of approximately $823 milion and deferred income
taxes of approximately $406 million. Acquired intangible assets,
primarity trade names, are amortized over 5 to 20 years (average of
approximatety 14 years).

Had the above acquisitions taken place on January 1 of the previous
year, consolidated net sales and income would not have been signifi-
cantly different from reported amounts.

Note 12 — Goodwill and Intangible Assels
(dioars in milfions)

Abbott recorded goodwill of $3,721, $69 and $923 in 2006, 2005
and 2004, respectivaly, related to acquisitions, including acquired
goodwill allocated to the Pharmacsutical Products segment of $1,500
and goodwill allocated to the Vascular Products segment of $1,688.
Foreign currency translation and other adjustments increased
{decreased) goodwill in 2008, 2005 and 2004 by $509, ${535} and
$394, respectively. The amount of goodwill related to reportable
segments at December 31, 2006 was $5,223 tor the Pharmaceutical
Products segment, $1,440 for the Diagnostics Products segment,
$353 for the Nutritional Products segment and $1,939 for the Vascular
Preducts segment. in connection with the spin-off of Hospira in 2004,
Abbott fransferred $81 of goodwill to Hospira. There were no other
reductions of goodwill relating to impairments or disposal of all or a
portion of a business.

The gross amount of amortizable intangible assets, primarity

product rights and technology, was $8,988, $6,776 and $6,622 as of
December 31, 2006, 2005 and 2004, respectively, and accumulated
amortization was $2,602, $2,053 and $1,468 as of December 31,
2008, 2005 and 2004, respectively. Intangible assets with indefinite
lives are not significant. The estimated annual amortization expense
for intangible assets is $748 in 2007, $708 in 2008, 2009, and 2010
and $690 in 2011, Intangible assets are amortized over 1 to 25 years
{average 11 years).

Note 13 — Equity Method Investments
{dollars in milians)

Abbott's 50 percent-owned joint venture, TAP Pharmaceutical
Products Inc. (TAP}, is accounted for under the equity method of
accounting. The investment in TAP was $162, $167 and $76 at
December 31, 2008, 2005 and 2004, respectively. Dividends received
from TAP were $487, $343 and $638 in 2006, 2005 and 2004,
respectively. Abbott performs certain administrative and manufacturing
services for TAP at negotiated rates that approximate fair market value.




Summarized financial information for TAP is as follows:

Year Ended December 31 2006 2005 2004
Net sales $3362.7  $32600 $3,3616
Costofsales 7 8358 8834 9904
incorne before taxes. 15238 9 13703 a8 s
Netincome 9516 8B28 7500
December31 T T ageg T 2008 T 2004
Current assets $1,181.0 $1 3391 $ 851.7
Totalassets 13331 14702 11786
Curentliabiites 9545 10822 9768
Total bilties 7 ipoee 11362 10262

Undistributed earnings of investments accounted for under the equity
method amounted to approximately $140 as of December 31, 2006.

Note 14 — Resiructuring Plans
(dollars in milions)

In 2008 and 2005, Abbott management approved plans to realign

its worldwide pharmaceutical manufacturing operations and selected
domestic and intarnational commercial and research and development
operations in crder to reduce costs. In 2008 and 2005, Abbott
recorded pretax charges against earnings of approximately $210

and $256, respectively, reflecting the impairment of manufacturing
facilities and other assets, employee severance and other related
charges. Approximately $181 and $174, respectively, is classified as
cost of products sold, $29 and $10, respectively, as research and
development and $72, in 2005, as selling, general and administrative.
Fair value for the determination of the amotint of asset impairment
was primarily determined based on a discounted cash flow method.
An additional $70 and $14 were subseguantly recorded in 2006

and 2005, respectively, relating to these restructurings, primarily

for accelerated depreciation. As a result of product re-registration
timelines required under manufacturing requlations in a number

of countries, manufacturing related realignments are expected o
continue into 2007.

The following summarizes the activity for restructurings:

Empioyee-
Related Asset

and Other Impaiments Total
2005 restructuring charges $191 7 $ B3. 8 $255.5
Payments and impairments @69 638 100.7)
Accrued balance at December 31, 2005 154 8 — 154.8
2006 restnucturing charges S om0 926 2103
Payments, impairments T
and other adjustments {79.2) [02.6) (171.8)
Accrued balance at December 31, 2006 $193.3 $ - $183.3

Abbott expects ta incur up to an additional $128 in future periods
far restructuring plans, primarily for accelerated depreciation.

Note 15 — Subsequent Event

On January 18, 2007, Abbott anncunced that it had agreed to sell It's
core laboratory diagnostics business, including Abbott Point of Care,
to GE for $8.13 billicn in cash. In the last decade, the laboratory diag-
nostics market has changed considerably, Innovation in this business
will be increasingly driven by aulomation, system integration and a
host of skills that Abbott believes GE can better offer. The sale is
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expected to close in the first half of 2007 and is subject to customary
closing conditions, including regulatory approvals. Net sales for these
businesses were approximately $2.7 billion in 2006. The carrying
amount of the assets and liabilities included in the sale is estimated
to be approximately $2.6 bilion, comprised of trade receivables of
approximately $750 milton, inventories of approximately $650 million,
other current assets of appraximately $100 million, net property,

plant ang equipment of approximately $1.3 billion, intangible assets
and goodwill of approximately $500 million, current liabilities of
approximately $550 million and long-term liabilities of approximately
$150 million. Abbott estimates tax expense of approximately

$2.0 billion will be recorded on the gain.

Note 16 — Quarterly Results (Unaudited)
(dokiars in mitions except per share data)

2008 2005 2004

First Quarter
Net Sales $5,183.5 $5.382.7 $4,640.9
Gross Proft 30138 28601 25674
Net Earn:ngs o 8650 . 837 9 ' 8229
Basic Eamings Per Common Share@ 57 54 53
Dlluted Eamlngs Per Common Share (a) 56 53 T 52

©assB 4816 47.25
Merket Price Per Shiars- Low ' 3918 4334 o 3928
Second Quarier
Net Sales 7 ] $5.501.1 3 $5 523.8 $4 ?03 0
GossProft 31125 28920 263
NetEarnings ) 6122 8771 6343
Basm ‘E‘z.arnlngs F‘ér. Common Share a) (b) S 40 o .56 Y .41
Dliuted EarnmgsPerCommonShare (a)( )40 56 40
Market Price Par Share- High 4381 4998 4487
Market Price Per Share-Low T 4055 ---- 4598 N 3943
Third Quarter
Net Sales $5 5738 $5,384.0 $4 681 7
Gross Profit 31825 27068 25668
Net Earnings {6} 7158 8807 BO4.1
Basic Fanings Per Common Share fal ) 47 44 82
Dilted Earnings Per Common Share (a) () 46 44 51
Markei Price Per Share-.Hig';r.l """" a9, 87 " sooo 4320
Market Price Per Shara-1 ow 4325 T 4157 3826
Fourth Guarter
Net Sales $6 218.0 H$604?3 $56544
GossPott 33524 32378 30273
Net (Loss) Earnings () | wre2) 9764 9748
BHSJC (Loss) Earnings ' ' o
Per Common Share @) {d (.31) B3 62
Dﬂuted(Loss)Eamlngs U DU ol
Per Cornmcn Share {a) (d) {31) .B3 .62
Market Price Per Share—ngh‘ R 4910 C 4436 . 47.63
Market Price Per Share-Low 4541 8750 20,25

{a) The sum of the quarters' basic and dilled earnings per share for 2006 and 2004
do not add to the full year earnings per share amounts dus to rounding.

(t) Second quarter 2006 includes a pretax charge of $483 for acquired in-process and
collaborations research and developrment.

(o Third quarter 2006 includes a pretax charga of $214 for acquired in-process research
ankd development and 2005 includes pretax restructuring charges of $201.

{d) Fourth quarter 2006 includes & pretax charge of $1,307 for acquired in-process
and collaborations research and development.
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Management Report on Internal Control
Over Financial Reporting

The management of Abbott Laboratories is responsible for estab-
lishing and maintaining adequate internal control over financial
reporting. Abbctt's internal control system was designed to provide
reasonable ass:Jrance to the company's management and board of
directors regarcing the preparation and fair presentation of published

financial staterrlents.

All internal cont’ol systems, no matter how well designed, have
inherent limitations. Therefore, even those systems determined

to be effective can provide only reasonable assurance with respect
to financial statement preparation and presentation.

Abbott's management assessed the effectiveness of the company’s
internal control :over financial reporting as of December 31, 2006.

In making this ¢ ssessment, it used the criteria set forth in internal
Control—Integrated Framework issued by the Committee of
Sponsoring Orgjanizations of the Treadway Commission, As allowed
by SEC guidan ::e, managemeant excluded from its assesment the
2006 acquisitions of the Guidant businesses and Kos Pharmaceuticals,
which aocoume;:d for approximately 20 percent of consolidated total
assets and apgroximatety 3 percent of consolidated net sales. Based
on our assessnient, we believe that, as of December 31, 2008, the

. l s . .
company's inte nal control over financial reporting was effective besed

on those criteri.

Abbott's indeprindent registered public accounting firm has issued
an audit report 'on our assessment of the company’s internal control
over financial reporting. This report appears on page 63.

Miles . White
Chalrman of thz Board and Chief Executive Officer

Thomas C. Freyman
Executive Vice President, Finance and Chief Financial Officer

Greg W. Linder
Vice President and Controller

February 15, 2J07
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Reports of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of Abbott Laboratorigs:

Wa have audited the accompanying consolidated balance sheeis of Abbott
Labaoratories and subsidiaries (ihe Company) as of December 31, 2006,
2005, and 2004, and the related consolidated statements of earnings,
shareholders' investment, and cash flows for the years then endied. These
financial staternents are the responsibility of the Company’s management.
Our responsibility is 10 express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with the standards of the Public
Comparny Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the
amounts and disclosuras in the financial staterments. An audit also includes
assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presenta-
tion. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements prasent fairty, in all
material respects, the financiat position of Abbott Laboratories and subsid-
iaries as of December 31, 2006, 2005, and 2004 and the results of their
operations and their cash flows for the years then ended, In conformity with
accounting principles generally accepted in the United States of America.

As discussed in Notes 1, 4 and 9 to the consolidated financial statements,
the Company changed its method of accounting for pension and other
post employment benefits and share-based payments to adopt Statement
of Finangial Accounting Standards (*SFAS™) Ne. 158, Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans,
and SFAS No. 123(R), Share-Based Payment.

We have also audited, in accordance with the standards of the Public
Company Accounting Oversight Board (United Siates), the effectiveness of
the Company's internal control over financial reporting as of December 31,
2006, based on the criteria established in Internal Controi— integrated
Framework issued by the Committee of Sponsorning Organizations of

the Treadway Commission and our report dated February 15, 2007
expressed an unqualified opinion on management's assessment of the
effectiveness of the Company's internal control over financial reporting

and an unqualified opinion on the effectiveness of the Company's internal
control over financial reporiing.

Deloitte 8 Touche LLP
Chicago, llinois
Febnuary 15, 2007

To the Board of Directors and Sharehoiders of Abbott Laboratonies:

Woa have audited management’s assessment. included in the accompany-
ing Management Report on Internal Contral Over Financial Reporting dated
February 15, 2007 {Management’s Report), that Abbott Laboratories and
subsidiaries (the Company) maintained effective internal control over finan-
cial reporting as of December 31, 2006, basad on criteria esiablished

in Internal Control— integrated Framework issued by the Commitiee of
Sponsoring Organizations of the Treadway Commission. As described in
Management’s Report, management excluded from its assessment the
intarnal control over financial reporting for the 2006 acquisitions of the
Guidant businesses (Guidant) and Kos Pharmaceuticals (Kos), which
accounted for approximately 20 percent of consolidated total assets and
approximately 3 percent of consolidated net sales. Accordingly, our audit
did not include the internal control over financial reporting at Guidant or
Kos. The Company’s management is responsible for maintaining effective
internal control over financial reporting and for its assessment of the effec-
tiveness of internal control over financial reporting. Our responsitility is to
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express an opinion on management's assessment and an opinion on the
effectiveness of the Company’s internal control over financial reporting
based on our audit.

We conducted our audit in accordance with the standards of the Public
Company Accounting Oversight Board (Unitad States). Those standards
require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal conirol over financial reporting was
maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, gvaluating man-
agement's assessment, testing and evaluating the design and operating
effectiveness of internal control, angd performing such other procedures as
we considered necassary in the circumstances. We beliave that our audit
provides a reasonable basis for our opinicns.

A company's internal control over financial reporting is a process designed
by, or under the supervision of, the company’s principal executive and prin-
cipal financial officers, or persons pertorming similar functions, and effected
by the company's board of direciors, management, and other personnel to
provide reasonable assurance regarding the raliability of financial reporting
and the preparation of financial staternents for external purposes in accor-
dance with generally accepted accounting principles. A company’s internal
control aver financial reponting includes those policies and procedures that
(1) pertain to the maintenance of records that, in reascnable detail, accu-
rately and fairty reflect the transactions and dispositions of the assets of
the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in
accordanca with generally accepted accounting principles, and that
receipts and expenditures of the company ars being made only in accor-
dance with authorizations of management and directors of the company;
and (3) provide reasonable assurance regarding prevention or timaly
detection of unauthorized acquisition, use, or disposition of the company's
assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial report-
ing, including the possibility of collusion or improper management override
of controls, material misstatements due to arror or fraud may not be pre-
vented or detected on a timely basis. Also, projections of any evaluation
of the effectiveness of the internal control over financial reporting to future
periods are subject 10 the risk that the controls may become inadequate
bacause of ¢hanges in conditions, or that the degree of compliance with
the palicies or procedures may detariorate.

In our opinion, management’s assessment that the Company maintained
effective internal controt over financial reporting as of December 31, 2006,
is fairty stated, in all material respects, based on the criteria established in
internal Control—integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. Alsc in our opin-
ion, the Company maintained, in all material respects, effective internal
control over financial reporting as of December 31, 2006, based on the
criteria established in intemal Control—Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treactway Commission.

We have also audited, in accordance with the standards of the Public
Company Accounting Oversight Board (United States), the consolidated
financial statements of the Company as of and for the year ended
December 31, 2006 and our report dated February 15, 2007 expressad
an ungualified opinion on those financial statements and included an
explanatory paragraph regarding the Company's adoption of Staternent
of Financial Accounting Standards (“SFAS™) No. 158, Employers'
Accounting for Defined Benefit Pension and Other Postretirernent Plans,
and SFAS No. 123(R). Share-Based Payment, in 2006.

Deloitte & Touche LLP
Chicago, llincis
February 15, 2007
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Financial Instruments and Risk Management

Investment in Bostan Scientific Common Stock and Note Receivable

At December 31, 2006, Abbott holds 64.6 milion shares, or approxi-
mately $1.0 billion of Boston Scientific common stock and has a
$900 million loan o a wholly-owned subsidiary of Boston Scientific.
Abbott’s cost basis in the shares is approximately $1.3 billion. A hypo-
thetical 20 [ ercent decrease in Boston Scientific’s share price would
decrease tha value of the Boston Scientific shares by approximately
$205 millior. Abbott is required to dispose of the shares by October
2008. Sales of Boston Scientific’s shares are limited to approximately
5.4 million shares per month untll October 2007. Abbott is a creditor
of Boston Slcientiﬁc for the $900 million loan that is due in 2011 and,
as such, is subject to credit risk. In addition, Abbott hclds a derivative
financial ins‘rument liability relating to certain gain sharing aspects of
the investm>nt in Boston Scientific common stock and an interest
derivative fihancial instrument asset relating 1o the loan.

Qther Marki3t Price Sensitive Investments

Abbott holcs available-for-sale equity securities from strategic technol-
ogy acquisifions. The market value of these investments, excluding
Boston Sciontific, was approximately $97 milion and $39 million,
respectively, as of December 31, 2006 and 2005. Abbott monitors
these invesiments for other than temporary declings in market value,
and charges impairment losses to income when an other than tempo-
rary decline in value occurs. A hypothetical 20 percent decrease in
the share phces of these investments would decrease their fair value
at Decembér 31, 2006 by approximately $20 million. {A 20 percent
decrease it believed to be a reascnably possible near-term change in
share prices.}

Non-Public'y Traded Equity Securities

Abbott holds equity securities from strategic technology acquisitions
that are no! tradled on public stock exchanges. The carrying value

of these investmenis was approximately $33 million and $17 million
as of Dece;nber 31, 2006 and 2005, respectively. No individual invest-
ment is in ¢:xcess of $13 millicn. Abbott menitars these investments
for other than temporary declines in markat value, and charges impair-
ment losses to income when an other than temporary decling in
estirated “yalue occurs.

Interest Rate Sensitive Financial Instruments

Al Decemtier 31, 2006 and 2005, Abbott had interest rate hedge
contracts totaling $1.5 billion to manage its exposure to changes in

the fair value of debt dus in 2009 through 2014. The effect of these
hedges is to change the fixed interast rate to a variable rate. Abbott
does not use derivative financial instruments, such as interest rate
swaps, to manage its exposure to changes in interest rates for its
investment securities. At December 31, 2008, Abboit had $5.0 billion
of domestic commercial paper outstanding with an average anntal
intarest rate of 5.3% with an average remaining life of 38 days. The fair
market value of long-term debt at December 31, 2006 and 2005
amounted to $7.1 billion and $6.4 billion, respectively (average intarest
rates of 4.7% and 4.2%, respectively) with maturities through 2023,

At December 31, 2006 and 2005, the fair market value of current

and long-term investment securities amounted to $341 million and
$80 million, respectively. A hypothetical 100-basis point change in the
interest rates would not have a matenial effect on cash flows, income
or market values. (A 100-basis point change is believed to be a
reasonably possible near-term change in rates.)

Foreign Currency Sensitive Financial [nstruments

Abbett enters into foreign currency forward exchange contracts to
manage its exposure to foreign currency denominated intercompany
loans and trade payables and third-party trade payables and receiv-
ables. The contracts ara marked-to-market, and resulting gains or
losses are reflected in income and are generally offset by losses or gains
on the foreign currency exposure being managed. At December 31,
2006 and 2005, Abbott held $5.6 billion and $3.9 billion, respectively,
of such contracts, which mature in the next twelve months.

In addition, certain Abbott foreign subsidiaries enter into foreign cur-
rency forward exchange contracts to manage exposures to changes
in foreign exchange rates for anticipated intercompany purchases by
those subsidiaries whose functional currencies are not the U.S. dollar.
These contracts are designated as cash flow hedges of the variabllity
of the cash flows due 1o changes in foreign exchange rates and

are marked-to-market with the resulting gains or losses reflected in
Accumulated other comprehensive income (loss). Gains or losses wil
be included in Cost of products sold at the time the products are sold,
generally within the next twelve months. At December 31, 2006 and
2005, Abbott held $768 million and $222 million, respectively, of such
contracts, which all mature in the following catendar year.

The following table reflects the total foreign curency forward contracts
outstanding at December 31, 2006 and 2005:

2006 2005

Fair and Fair and

Carrying Carrying

Average Value Averags Valua

Contract Exchange  Receivable/ Contract Exchange  Receivable/

{doflars in rrjllions) Amount Rate {Payable) Amount Rate (Payabls)

Receive prirariy U.S. Dollars

in exchange for the following currencies: B . A

R e T o e e 32644 . a0 3(384) e §1,5”19' ..... . s (,1.4,

Bt o B R IP vezs .“.4.'.4.)... . '1'.1-48-“' |78 S

Japanese\'an ............................ s SeE (30) ...... e ed (15.'41')

L s SEHOUEE e s i (.2...1.)

N other cmees A 55 ”‘”N.fA‘m”””m['?_'.é)””” g T -

Total ) $6,387 $(52.0) $4,092 $14.7)




Financial Review

Abbott’s revenues are derived primarily from the sale of a broad line
of health care products under short-term receivable arrangements.
Patent protection and licenses, technological and performance
features, and inclusion of Abbott's products under a contract or by
a pharmacy benefit manager most impact which products ara sold;
price controls, competition and rebates mast impact the net selling
prices of products; and foreign currency translation impacts the
measurernent of net sales. Abbott's primary products are prescription
pharmaceuticals, nutritional products, vascular products and
diagnostic testing products. Abbott also owns 50 percent of TAP
Pharmaceutical Produets Inc. that Abbott accounts for on the
equity method.

The worldwide launch of HUMIRA, the acquisition of Guidant's
vascular business, the amendment of the Boehringer Ingelhaim
agreement, and the loss of patent protection for some pharmaceutical
products have impacted Abbott’s sales, costs and financial position
over the last three years.

Pharmaceutical research and development is focused on therapeutic
areas that include immunology, oncology, neuroscience, metabolism,
and viral diseases. In 2003, Abbott began the worldwide launch of
HUMIRA, which increased its worldwide sales to $2.0 billion in 2006
compared to $1.4 bilion in 2005, Substantial research and develop-
ment and selling support has been and continues to be dedicated to
maximizing the worldwide potential of HUMIRA. In December 2006,
Abbott acquired Kos Pharmaceuticals which complements Abbott's
existing franchise in the global dyslipidemia market and strengthens
the late-stage and mid-term pharmaceutical pipeline with opportunities
in cholesterol management, asthma and inhaled insulin. In 2005,
Abbott and Boehringer Ingelheim (Bl) amended their agreement
whereby Abbott distributed and promoted Bl products. Effective
January 1, 2006, Abbott no longer distributed or recorded sales for
distribution activities for the B products. Abbott’s gross margins for
Bi products from the prior agreement in effect through December 31,
2005 were substantially lower than its average gross marging, Sales
of Bl products were $150 milion and $2.3 billion in 2006 and 2005,
respectively. In addition, increased generic competition resulted in
worldwide sales of clarithromycin declining 23 percent in 2008,

In 2005 and 2006, Abbott's nutritional products businesses were
rearganized into a worldwide business to better leverage tha
opportunities available for strong nutritional brands, Significant efforts
have been focused on capturing those opponiunities, particulary in
developing markets.

In April 2006, Abbott acquired Guidant's vascular intervention and
endovascular solutions businesses and began to integrate it with
Abbott's vascular business. The acquisition sianificantly impraved
Abbott's competitive position in this business that is characterized by
rapid innovation. In 2008, Abbott received European Union approval
to market the XIENCE V drug eluting stent.

Abbott's diagnostic segment is comprised of four separate divisions —
immunoassay/hematology, diabetes care, molecular, and paint of care.
In early 2004, Abbott acquired TheraSense for $1.2 billion, and began
to integrate it with Abbott’s diabetes carg business. In January 2007,
Abbott announced that it had agreed to sell its core laboratory
diagnostics business, including Abbott Point of Care, to GE for
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$8.13 billicn in cash. Abbott expects the sale to close in the first
half of 2007. Abbott’s Molecular Diagnostics and Diabetes Care busi-
nesses are not part of this transaction and will remain part of Abbott.

Abbott’s short- and long-term debt totaled $12.4 billion at
December 31, 2008, largely incurred to finance recent acquisitions.
Operating cash flows in excess of capitat expenditures and cash
dividends have allowed Abbott to fund acquisitions over the last
three years. At December 31, 2006, Abbott's long-term debt rating
was AA by Standard and Poor's Corporation and A1 by Moody's
Investors Service.

In 2007, Abbott will focus on several key initiatives. In the pharma-
ceutical business, Abbott will continue the launch of newly approved
indications for HUMIRA, and wili also focus on the integration of

Kos Pharmaceuticals into the Pharmaceutical Products segment.
Pharmaceutical research and development efforts will continue to
focus on the therapeutic areas noted above with a significant portion
of the development expenditures allocated to new HUMIRA indica-
tions. Abbott expects to submit additional pharmaceutical regulatory
fiings in 2007. In the vascular business, Abbott will continue the
launch of the XIENCE V drug-eluting stent in Europe, and will launch
in the U.S. upcn approval by the FDA. For diabetes care, Abbott
anticipates the approval of FreeStyle Mavigator. Effort will also be
required for the sale and separation of Abbott's core laboratory and
point of care diagnostics businesses. In the other business segments,
Abbott will focus on developing or acquiring differentiated technologies
in higher growth segments of those markets.

Critical Accounting Policies

Saies Rebates — Appraximately 40 percent of Abbott's consolidated
gross revenuss are subject 1o varicus forms of rebates and allowances
that Abbott records as reductions of revenues at the time of sale. Most
of these rebates and allowances are in the Pharmaceutical Products
segment and the Nutritional Products segment. Abbett provides
rebates to pharmacy benefit management companies, to state agen-
cies that administer the federal Medicaid and Medicare programs and
the Specia Supplemental Food Program for Women, Infants, and
Chitdren (WIC), wholesalers, group purchasing organizations, and
other government agencies and private entities. Rebate amounts are
usually based upon the volume of purchases using contractual or
statutory prices for a product. Factors used in the rebate calculations
include the identification of which products have been sold subject to
a rebate, which customer or government agency price terms apply,
and the estimated lag time between sale and payment of a rebate.
Using historical trends, adjusted for current changes, Abbott estimates
the amount of the rebate that will be paid, and records the liability as

a reduction of gross sales when Abbott records its sale of the product.
Settlement of the rebate generally occurs from two to 24 months

after sale. Abbott regularly analyzes the historical rebate trends and
makes adjustments to reserves for changes in trends and terms of
rebate programs. Rebates and chargebacks charged against gross
sales in 2006, 2005 and 2004 amounted to approximately $2.6 billion,
$2.5 billion and $2.4 billion, respectively, or 23.2 percent, 22.9 percent
and 25.6 percent, respectively, based on gross sales of approximately
$11.0 billion, $10.9 bilien and $9.3 billion, respectively, subject to




Abbott 2006 Annual Report

Financial Rev.ew

rebate. A one-percentage peint increase in the percentage of rebates
to related gross $ales would decrease net sales and operating sam-
ings by approxirately $110 million in 2006. Other allowances charged
against gross sa es were approximatety $247 million, $284 million and
$233 million for ¢ash discounts in 2008, 2005 and 2004, respectively,
and $209 million‘, $162 million and $183 million for returns in 2008,
2005 and 2004, respectively. Cash discounts are known within 15 to
30 days of sale, and therefore can be reliably estimated. Returns can
be reliably estimated because Abbott’s historical returns are low, and
because sales returns termns and other sales terms have remaingd
relatively unchanged for several periods.

Management an‘:alyzes the adequacy of ending rebate accrual bal-
ances each quarter. In the domestic nutritional business, management
uses both internil and external data available to estimate the level of
inventory in the distribution channel. Management internally estimates
the inventory in the retail channel that is not on the retai sheff. A third
party continuous ly measures time on the retail shelf, which is a rela-
tively significant 2ortion of the time inventory is in the distribution
channel. Except for a transition period before or after a change in the
supplier for the \YIC business in a state, inventory in the distribution
channel does nct vary substantially. Management alsc estirmates the
stales’ processing lag time based on claims data. In addition, internal
processing time is a factor in estimating the accrual. In the WIC busi-
ness, the state v/here the sale is made, which is the determining factor
for the applicabl? price, is reliably estimable. Estimates are required
for the amount «f WIC sales within each state where Abbott has the
WIC business. Elxternal data sources utilized for that estimate are
participant data from the U.S. Department of Agriculture (USDA),
which administefs the WIC program, participant data from some of
the states, and internally administered market surveys. The USDA has
been making its data available for many years. Internal data includes
historical redem stion rates and pricing data. At December 31, 2008,
Abbott had the exclusive WIC business in 11 states.

in the domestic pharmaceutical business, the most significant charges
against gross szlles are for Medicaid and Medicare Rebates, Pharmacy
Benefit Manage: Rebates and Wholesaler Chargebacks. In order to
svaluate the adequacy of the ending accrual balances, managerment
uses both interr al and external estimates of the level of inventory in
the distribution ¢hannel and the rebate claims processing lag time.
Externat data scurces used to estimate the inventory in the distribution
channel includelinventory tevels periodically reported by wholesalers
and third party rnarket data purchased by Abbott. Management esti-
mates the proceissing lag time based on periodic sampling of claims
data. To estimaie the price rebate percentage, systems and calcula-
tions are used t track sales by product by customer and to estimate
the contractual or statutory price. Abbott’s systems and calculations
have developec over time as rebates have become more significant,
and Abbott beliives they are reliable.

The following table is an analysis of the four largest rebate accruals,
which comprise approximately 76 percent of the consolidated rebate
provisions charged against revenues in 2006. Remaining rebate

provisions charged against gross sales are not significant in the
determination of operating earnings. {dollars in thousands)

Domestic Pharmaceutical Products

Domestic Medicaid  Pharmacy
Nutritionals and Berefit Wholesaler
WIC Medicara Manager Charge-
Rebates Rebates Rebates backs
Balance at
January 1, 2004 $113,362 $220070 $145195 § 37,083
Frovisons 671,817 596330 279681 419486
Paymerts | (687.132)  (452,342) (271,078)  {412,526)
Balance at
December 31, 2004 98,047 373,058 153,798 44053

Payments (644,460} (273,166}  (446,867)
Balance at

December 31, 2005 94,776 455,003 134,131 48,087
Provisions 636,840  527.860 281221 532,847
Payments (595.477)  (533.632) (246,456}  (513,9085)
Balance at

December 31, 2006 $136,148 $449,231 $168896 §$ 67,028

Adjustments for prior years' rebate accruals have not been material.
Abbott employs various techniques to vernify the accuracy of claims
submitted to it, and where possible, works with the organizations sub-
mitting claims to gain insight into changes that might affect the rebate
amounts. For Medicaid, Medicare and other government agency pro-
grams, the calculation of a rebate involves interpretations of relevant
regutations, which are subject to challenge or change in interpretation.

income Taxas — Abbott operates in numerous countries where its
income tax returns are subject to audits and adjustments. Because
Abbott operates globally, the nature of the audit items are often very
complex, and the objectives of the government auditors can result in
a tax on the same incoma in more than one country. Abbott employs
internal and external tax professionals to minimize audit adjustment
amounts where possible. As part of Abbott's calculation of the provi-
sion for taxes on earnings, Abbott records the amount that it expects
to incur as a result of audits. Each quarter, Abbott reviews its expo-
sures in accordance with Statement of Financial Accounting Standards
(SFAS) Ne. 5, “Accounting for Contingencies.” In the U.S., Abbuoit's
federal income tax returns through 2003 are settled, and the income
tax returns for years after 2003 are open. Except for taxes on divi-
dends that were remitted under the American Jobs Creation Act of
2004, Abbott does not record deferred income taxes on eamings
reinvested indefinitely in foreign subsidiaries. On January 1, 2007,
Abbott must adopt the provisions of FASB Interpretation No. 48
“Accounting for Uncertainty in Income Taxes” which changes the
measurement of tax contingencies. Under this Interpretation, in order
to recognize an uncertain tax benefit, the taxpayer must be more likely
than not of sustaining the position, and the measurement of the benefit
is calculated as the largest amount that is more than 50 percent likety
to be realized upon resolution of the benefit. This Interpretation will
resutt in significantty more effort to assess tax uncertainties than was
required under SFAS No. 5, and may result in initial recording of tax
expense that exceeds the expected resolution of tax uncertainties.
The adoption of this Interpretation is not expected to have a material
effect on Abbott's January 1, 2007 balance sheet or the 2007
provision for income taxes.
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Pension and Post-Empioyment Benefits — Abbott offers pension
benefits and post-employment health care to many of its employees.
Abbott engages outside actuaries t¢ calculate iis obligations and costs
under these programs. Abbott must develop long-term assumptions,
the most significant of which are the health care cost trend rate, dis-
count rate and the expected return on plan assets. The discount rates
used to measure liabilities as of December 31, 2006 and 2005 were
determined based on high-quality fixed income securities that match
the duration of the expected retiree benefits. Prior to December 31,
2005, the discount rate was determined by reference to a composite
corporate AA bond index. The health care cost trend rate represents
Abbott's expected annual rates of change in the cost of health care
benefits and is a forward projection of health care costs as of the
measuremant date. A difference between the assumed rates and the
actual rates, which will not be known for decades, can be significant
in relation to the obligations and the annual cost recorded for these
programs. Recent low interest rates have significantly increased
actuarial losses for these plans. At December 31, 2006, pretax net
actuarial losses and prior service costs and (credits) recognized in
Accumulated other comprehensive income {loss) for Abbott's defined
benefit plans and medical and dental ptans were $1.4 billion and
$537 million, respectively. Actuarial losses and gains are amortized
over the remaining service periods of the employees under the corridor
method, in accordance with the rules for accounting for post-employ-
ment benefits. Differences between the expected long-term return on
plan assets and the actual annual return are amortized over a five-year
period. Footnote 4 to the consolidated financial statements describes
the impact of a one-percentage point change in the health care cost
trend rate; however, there can be no certainty that a change would be
limited to only one percentage point. On December 31, 2006, Abbott
adopted the provisions of SFAS No. 158 “Employers’ Accounting

for Defined Benefit Pension and Other Postretirement Plans.” The
provisions of this statement require the immediate recognition of the
deferrals on the ba'ance sheet with a corresponding charge to
Accumulated other comprehensive incame (loss). Adoption of this
statement on December 31, 2006 resulted in a decrease in Abbott's
shareholders' equity of approximately $1.3 billion.

Valuation of intangible Assets — Abbott has acquired and continues
to acquire significant intangible assets that Abbott records at fair value.
Those assets which do not yet have regulatory approval and for which
there are no alternative uses are expensed as acquired in-process
research and development, and those that have regulatory approval
are capitalized. Transactions involving the purchase or sate of intangi-
ble assets occur with some frequency between companies in the
health care field and valuations are usually based on a discounted
cash flow analysis. Tha discounted cash flow model requires assump-
tions about the timing and amount of future net cash inflows, risk, the
cost of capital, and terminal values, Each of these factors can signifi-
cantly affect the value of the intangible asset. Abbott engages
independent valuation experts who review Abbott’s critical assump-
tions and calculations for significant acquisitions of intangibles. Abbott
reviews intangible assets for impairment each quarter using an undis-
counted net cash flows approach. lf the undiscounted cash flows of
an intangible asset are less than the carrying value of an intangible
asset, the intangible asset is written down to its fair value, which is
usually the discounted cash flow amount, Whera cash flows cannot
be identified for an individual asset, the review is applied at the lowest
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group level for which cash flows are identifiable. Goodwill is reviewed
for impairment annually or when an event that could result in an
impairment of goodwill occurs. At December 31, 2006 goodwill and
intangibles amounted to $9.4 billion and $6.4 billion, respectively, and
amortization expense for intangible assets amounted to $575 million in
2006. There were no impairments of goodwill in 2006, 2005 or 2004.
At December 31, 2006 the valuations for the Guidant and Kos acquisi-
tions have not been finalized.

Litigation — Abbott accounts for litigation losses in accordance with
SFAS No. 5, “Accounting for Contingencies.” Under SFAS No. 5, loss
contingency provisions are recorded for probable losses at manage-
ment’s best estimate of a loss, or when a best estimate cannot be
made, a minimum loss contingency amount is recorded. These esti-
mates are often initially developed substantially earier than the ultimate
loss is known, and the estimates are refined each accounting period
as additional information becomes known. Accordingly, Abbott is often
initiatly unable to develop a best estimate of loss, and therefore the
rminimum amount, which could be zero, is recorded. As information
becomes known, either the minimum toss amount is increased, result-
ing in additional loss provisions, or a best estimate can be made, also
resulting in additional loss provisions. Occasionally, a best estimate
amount is changed to a lower amount when gvents result in an expec-
tation of a more favorable outcome than previously expected. Except
for ane group of cases relating to pharmaceutical pricing for which
Abbott is unable to estimate a loss, if any, Abbott estimates the range
of possible loss to be from approximately $165 millien to $295 million
for its legal proceedings and environmental exposures. Reserves of
approximately $200 million have been recorded at December 31, 2006
for these proceedings and exposures. These reserves represent man-
agement's best estimate of probable loss, as defined by SFAS No. 5.

Stock Compensation — Through December 31, 2005, Abboett mea-
sured compensation cost using the intrinsic value-based method of
accounting for stock options granted to employees and disciosed the
impact of the fair value method in the footnotes to the consolidated
financial staterments. On January 1, 2008, Abbott adopted SFAS

MNo. 123 {revised 2004}, “Share-Based Payment,” which requires that
fair value be recorded in the results of operations. Since thers is no
market for trading empiloyee stock options, management must use a
fair value method. There is no cartainty that the results of a fair value
method would be the value at which employae stock options would be
{raded for cash. Fair value methods require management to make sev-
eral assumptions, the most significant of which are the selection of a
fair value model, stock price volatility and the average life of an option.
Abbott has readily available grant-by-grant historical activity for several
years in its option administration system that it uses in developing
some of its assumptions. Abbott uses the Black-Scholes method to
value stock options. The results of the Black-Scholes model are peri-
odically compared to the binomial model and the results have been
comparable. Abbott uses both historical volatility of its stock price and
the implied volatility of currently traded options to develop the volatility
assumptions. Abbott uses the historical grant activity, combined with
axpectations about future exercise activity, to develop the average life
assumptions. Abbott has also used the historical grant data to evalu-
ate whether certain holders of stock options exercised their options
differently than other holders and has not found any differentiating
pattern among holders. Abbott quantified the additional paid in capital
amount avaitable for use in determining tax effects of early exercise for
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measuremet of tax expense. Abbott used the modified prospective
method of edoption. Under this method, pricr years' financial results
do not include the impact of recording stock options using fair value.
Footnote 9 juantifies the effect in 2005 and 2004 had compensation
cost been cetermined using the fair value method.

Results of Operations
Sales

The followir g table details the components of sales growth by
reportable segment for the last three years:

Total % Components of Change %

Change Prico Volume  Exchange
ToiaINetSaIus
2008 v 2008 . 0'.;6'(a)' g 02(02)
2005v520C4 T T e 13
T RN S LI C- T
Total U.S.
2006 vs, 2005 7.5)@ 24 (9.9) -
oosweo00s R T e
moveaxs  ies Tas T eg U
Total International
2008 vs. 20(15 10.9 (1.3 127 0.5)
2004\:520(13 | Ciea (.1..0.) ....... ae e
Pharmaceut bat Products Segment
2006 vs. 20015 {9.5)(a) 1.8 (o @3
2006vs. 2004 18 08 130 1.3
moiwows w2 a2 se T
Diagnostic F roducts Segment
2008 vs. 20)5 59 (1.7) 8.1 0.5)
o0 s 505 Sy (&)“7") .......... a5 a0
2004 v5. 2033 o 02 69 54
Nutritional Froducts Segment
2006 vs. 2035 9.8 (0.4) 9.7 03
ébbis'ifé 2034 R (05) ....... PR ob
20%.\'.5 Sona . 102(0” ....... 89 .......... a
Vascular Products Segment
2006 vs. 205 3277 {4.6) 333.2 {0.9)
2005 vs. 2004’ 147 [ s 06
2004vs2{03 .......... ws B ,7) ...... S -

{a) The Phaimaceutical Proctucts segment had an agreement with Boedringer Ingelheim (BI)
to co-pre mote and distribute three of its products in the U.S. In 2005, Abbott and BI
amendet the agreement and effective January 1, 2006, Abbott ng longer distributed or
recordsc sales for distribution activities for the Bl products. The increases in sales for
2006 exiuding Bl prochucts were 11.8 percent for total net sates, 12.3 percent for total
U.5. saks and 7.8 percent for Pharmaceutical Products segment sales.

A comparison of significant product group sales is as follows.
Percent changes are versus the prior year and are based on
unrounded numbers.

Percent Percent Percent
(dollars in millions) 2006 Change 2005 Change 2004 Change
Pharmacauticals —
U.5. Specialty $3.505 25 $2,793 16 %2410 26
0e anaryCare ...... 5 '.5(.).5 ......... o 2463 o ‘2'.'4'6@3 ...... B
g e B .
Pharmacouticals | 5187 B 476 14 4202 18
Diagnostics —
Immunoassay 2,272 4 2,187 2 214 2
- S ST S
Mutritionals —
U.8. Pediatric
Nuiritionals 1,128 3 1,097 4y 1,146 5
irrmaiona SR ot S P
Pediatric Mutritionals 899 29 698 i7 598 13
O Adur SR TR I
Nutritionals 1,097 2 1,077 15 634 15
International o
AduItNutmlonals 785__ 10 ?16 8 665 13

Increased sales volume of HUMIRA and increased volume and price
for Kaletra and Depakote favorably impacted U.S. Specialty sales.
Increased sales volume for TriCor and Omnicef favorably impacted
1U.S. Primary Care sales and were partially offset by lower U.S. sales of
Biaxin due primarity to generic competition for the immediate-release
formulation. U.S. sales of Biaxin were $151 million, $306 million and
$458 miflion in 2006, 2005 and 2004, respectively. Increased sales
volume of HUMIRA favorably impacted International Pharmaceuticals
sales, partially offset by decreased sales volume in 2006 due to
generic competition for clarithromycin. Diabetes Care product sales
growth in 2005 and 2004 was favorably impacted by the acquisition
of TheraSense in the secand quarter of 2004, The decrease in sales
of U.S. pediatric nutritionals in 2005 was primarily due to overall infant
nutriticnals non-WIC category decline and competitive share loss.
International Pediatric Nutritionals sales increases were dus primarily
to volume growth in developing countries. U.S. Adult Nutritionals sates
in 2005 and 2004 were favorably impacted by the acquisition of EAS
in the fourth quarter of 2004, Abbott has periodically sold product
rights to non-strategic products and has recorded the related gains

in net sales in accordance with Abbott's revenue recognition policies
as discussed in footnote 1 to the consctidated financiat statements.
Related net sales were $199 million in 2006, $177 milion in 2005 and
$144 million in 2004.
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The expiration of licenses, patent protection and generic competition
can affect the future revenues and operating income of Abbott.
Significant ongoing generic activities, and significant patent and license
expirations in the next three years are as follows. The U.S. composi-
tion of matter patent for Depakote expires in 2008. Abbott holds
non-composition of matter patents on the extended release form of
Depakote. U.S. sales of Depakote in 2006 were $1.2 billion. In 2004,
the FDA granted approval for generic competition to Synthroid and
generic competitors have entered the market. U.S. sales of Synthroid
were $470 million in 2006 and $498 million in 2005. Clarithromycin

is now subject to generic competition in most European markets.
European market sales of clarithromycin in 2006 and 2005 were

$329 million and $416 millicn, respectively. In the U.S., clarithromycin
is marketed in two forms, the immediate release and the extended
release forms. In May 2005, the composition of matter patent on clar-
ithromycin expired, and several immediate release generic products
were launched by competitors. Abbott holds non-composition of
matter patents for the extended release form of clarithromycin. In
December 2006, an extended release generic product was launched
by a competitor. The U.S. District Court of the Northern District of
llincis has denied Abbott’s request for grant of a temporary restraining
order against the cornpetitor. There may be further generic competition
for clarithromycin in other countries in 2007 depending on the results
of legal proceedings related to the patents. Upon the December 2005
expiration of a court order related to licenses for sevoflurane, Baxter

is now permitted to market a competitive form of sevoflurane. In addi-
tion, sevoflurane has been subject to generic competition from other
competitors in isolated markets outside of the U.S. and further generic
competition in international markets is possible. Worldwide sates of
sevoflurane in 2006 and 2005 were $799 million and $874 million,
raspectively. The composition of matter patent for Omnicef expires in
May 2007. Abbott holds an additional non-compasition of rmatter pat-
ent for Omnicef. Sales of Omnicef in 2006 and 2005 were $637 million
and $495 million, respectively. The Pharmaceutical Products segment
markets all of the above products. The patent for Prevacid, which is
licensed by TAP Pharmaceuticals (TAF), expires in 2009. Abbott
records TAP’s results on the equity method.

Operating Earnings

Gross profit margins were 56.3 percent of net sales in 2006, 52.4 per-
cent in 2005 and 54.9 percent in 2004. The increase in the gross profit
margin in 2006 was due to favorable product mix, primarily as a result
of decreased sales of Boehringer Ingetheim products that have lower
margins than for other products in the Pharmaceutical Products seg-
ment and the decrease in the gross profit margin in 2005 was due to
unfavorable preduct mix, primarily as a result of increased sales of
Boshringer Ingelheim products. Restructuring charges, discussed
below, reduced the gross profit margins in 2006 and 2005 by 1.1 per-
centage points and C.8 percentage points, respectively. The gross
profit margin in 2004 was impacted by the favorable mix effect of
exchange on the gross profit margin and by unfavorable product mix,
primarily increased sales of lower margin Boehringer Ingelheim prod-
ucts in the Pharmaceutical Products segment. Gross profit marging in
all years were also affected by productivity improvements, higher proj-
ect expenses for new products, higher manufacturing capacity costs
for anticipated unit growth and the effects of inflation.
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In the U.S., states receive price rebates from manufacturers of infant
formula under the federally subsidized Special Supplemental Food
Program for Women, Infants, and Children. There are also rebate pro-
grams for pharmaceutical products. These rebate programs continue
to have a negative effect on the gross profit margins of the Nutritional
and Pharmaceutical Products segments. In addition, pricing pressures
urfavorably impacted the gross profit margins for the Nutritional
Products segment in 2006, 2005 and 2004.

The gross profit margins for the Pharmaceutical Products segment
were favorably impacted in 2006 and unfavorably impacted in 2005
and 2004 by product mix. The favorable product mix in 2006 was due
to decreased sales of lower margin Boehringer Ingelheim products
and the unfavorable product mix in 2005 and 2004 was due primarity
1o increased sales of lower margin Boehringer Ingelheim products and
higher other manufacturing costs.

Research and development expense, excluding acquired in-process
and collaborations research and development, was $2.3 billion in
2006, $1.8 billion in 2005 and $1.7 bilion in 2004 and represanted
increases of 23.8 percent in 2006, 7.3 percent in 2005 and 4.5 per-
cent in 2004. The effect of recording compensaticn expense relating
to share-based awards and additional costs associated with Abbott's
decision to discontinue the commercial development of the ZoMaxx
drug-etuting stent increased research and development expenses by
6.3 percentage points over 2005. The remaining increase was due

to the acquisition of Guidant's vascular intervention and endovascular
solutions businesses and increased spending to support pipeling
programs, including follow-on indications for HUMIRA, and other
late-stage clinical programs in pharmaceuticals, diabetes care and
vascular. The majority of research and development expenditures are
concentrated on pharmaceutical products.

Selling, general and adminisirative expenses increased 15.5 percent
in 2006 cornpared to increases of 11.7 percent in 2005 and 2.4 per-
cent in 2004. 2006 includes the effect of recording compensation
expense relating to share-based awards, a philanthropic contribution
to the Abbott Fund and the acquisition of Guidant’s vascular interven-
tion and endovascular sotutions businesses. These items increased
selling, general and administrative expenses by 8.6 percentage points
over 2005. The restructuring charges discussed below and an
increase in a bad debt reserve associated with an unfavorable court
ruling increased the percent change from 2004 by 2.7 percentage
points in 2005. In 2003, Abbott recorded in selling, general and
administrative expenses, a pretax charge of $614 million refated to a
seftlement. This 2003 charge reduced the increase in selling, general
and administrative expenses by 15.0 percentage points for 2004.
The remaining increases in selling, general and administrative
expenses were due primarily to increased selling and marketing
suppoert for new and existing products, including continued spending
for HUMIRA, as well as spending on other marketed pharmaceutical
products. These increases also reflect the effects of the acquisitions
of TheraSense and EAS in 2004. Increases in all three years also
reflect inflation and additional selling and marketing support primarity
in the Pharmaceutical Products segment.
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Restructurings
{dotiars in millions)

In 2006 and 20('5, Abbott management approved plans to realign

its worldwide pFarmaceutical manufacturing operations and sefected
domestic and international commercial and research and development
operations in order to reduce costs. In 2006 and 2005, Abbott
recorded pretax charges against eamings of approximatety $210

and $256, respe ctively, reflecting the impairment of manufacturing
facilities and othzr assets, employee severance and other related
charges. Approsimately $181 and $174, respectively, is classified as
cost of products sold, $29 and $10, respectively, as research and
development an:d $72, in 2005, as selling, general and administrative.
An additional $70 and $14 were subsequenily recorded in 2006

and 2005, respectively, relating 10 these restructurings, primarily

for accelerated (jepreciation. As a result of product re-registration '
timelines required undsr manufacturing reguiations in a number

of countries, mgnufacturing related realignments are expected to
continue into 2C07.

The following sLmmarizes the activity for restructurings:

Employee-
Reatated Asset

and Cther Impairments Total
2005 restructuring charges $191.7 $638 $ 2855
Poymerts ondmeiamenie T aee T waE (1067
Accrued balance ot Decemnber 31, 2005 154.8 - 154.8
2006 restructuring charges nrz 28 2103
5 ayrnams e T e T S
and other adjustmants 79.2) (92.6) (171.8)
Accrued balance gt December 31, 2006 $193.3 $ - $193.3

Abbott expects to incur up to an additional $128 in future periods
for restructuring plans, primarily for accelerated depreciation.

Net Interest Ex|yense

Net interest exp:anse increased in 2006 due primarily to higher bomow-
ings as a result :af the acquisition of Guidant's vascular intervention and
endovascular solutions businesses, and Abbott’s investments in the
commoen stock of Boston Scientific and a note receivable; partially
offset by higher interest income.

Other {income) expense, net

The increase in Jther (income) expense in 2006 is primarily due to
fair-value gain a fiustments to certain derivative financial instruments
refated to the in /estment in Boston Scientific common stock.

Taxes on Earnings

The effective inc ome tax rates on income from continuing operations
were 24,6 percent in 2008, 27.0 percent in 2005 and 23.0 percent

in 2004, Taxes un earnings in 2006 reflect the effect of the tax rates
applied to acqu red in-process and collaborations research and devel-
opment and the resolution of prior years’ income tax audits and the
effect of discret: tax events. For 2006, the tax rates applied to
acquired in-process and collaborations research and development
increased the & fective tax rate by 6.6 percentage points and the effect
of the income L:ix audit resolution and discrete tax events decreased
the effective tax rate by 5.5 percentage points. In 2005, Abbott remit-
ted $4.3 billion »»f foreign earnings in accordance with the American
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Jobs Creation Act of 2004 and recorded additional tax expense of
$245 million, which increased the effective tax rate by approximately
5.3 percantage points. This was partially offset by adjustments of prior
years' tax accounts resulting primarily from resolution of prior years'
accrual requirements, which decreased the effective tax rate by

2.3 percentage points. The effective tax rate for 2004 reflects
adjustments of prior years' tax requirements primarily as a result of
resolutions of prior years' tax audits and the effect of non-deductible
acquired in-process research and development. The effect of these
items for 2004 was to decrease the effective tax rate by approximately
1.2 percentage points. Abbott expects to apply an annual effective
rate of approximately 22.5 percent in 2007,

Spin-off of Abbott's Core Hospital Products Business

In 2004, Abboit's Board of Directors declared a special dividend distri-
hution of all of the outstanding shares of common stock of Hospira,
Inc., payable on April 30, 2004. Hospira included the operations relai-
ing to the manufacture and sale of hospital products including
specialty injectable pharmaceuticals, medication delivery systems and
critical care devices and injectable pharmaceutical contract manufac-
turing. Hospira included Abbott's Hospital Products segment, after
that segment's reorganization on January 1, 2004, and portions of the
former International segment. The income and cash flows of Hospira
and the direct transaction costs of the spin-off have been presented
as discontinued operations in the Consolidated Statement of Earnings
and Statement of Cash Flows.

Abbott has retained liabilities for taxes on income prior to the spin-off,
defined benefit, post-employment medical and dental plan obligations
and assets, as of the spin-off, for most of Hospira’s U.S. retired
employees and U.S. retirement eligible employees and certain poten-
tial liabilities, if any, related to alleged improper pricing practices prior
to the spin-off in connection with federal, state and private reimburse-
ment for certain drugs.

Business Combinaticns, Technelogy Acquisitions
and Related Transactions

In December 2006, Abbott acquired Kos Pharmaceuticals Inc.

for cash of approximately $3.8 bilion, net of cash held by Kos
Pharmaceuticals to expand Abbott's presence in the lipid manage-
meni market and to provide several on-rmarket and late-stage pipeline
products. Kos Pharmaceuticals Inc. is a specialty pharmaceutical
company that develops and markets proprietary medications for the
treatment of chronic cardiovascular, metabolic and respiratory
diseases. This business was acquired on December 13, 2006 and the
financial results of the acquired operations are included in these finan-
cial statements beginning on that date. The acquisition was financed
primarily with short-term debt. The preliminary altocation of the acqui-
sition cost is shown in the table below (in milions of doflars).

Goodwill, primarily non-deductible $1,824
Acquwed - process AN anddevelopment .......................... 1262
Acqmred mtanglble assets pnmamy .............................................
product rights for marketed products 821

Acqwrednettanglb!eassels 97
Deferred Income taxes recorded at acquisition {234)
Total prefiminary aflocation of acquisition cost $3,770
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Acquired intangible assets will be amortized over 1 to 15 years.
Non-deductible acquired in-process research and development was
charged o income in 2006. The net tangible assets acquired consist
primarity of trade accounts receivable, inventories and property and
equipment, net of assumed liabilities, primarily accrued salaries and
wages and other liahilities.

In order to expand Abbott's presence in the growing vascular market,
Abbott acquired Guidant's vascular intervention and endovascular
solutions businesses for approximately $4.1 billion, in cash, in connec-
tion with Boston Scientific's acquisition of Guidant. These businesses
were acquired on April 21, 2006 and the financial results of the
acquired operations are included in these financial statements begin-
ning on that date. In addition, Abbott will also pay to Boston Scientific
$250 million each upon government approvals to market the XIENCE
Vv drug-eluting stent in the U.S. and in Japan. Each $250 million pay-
meant will rasult in the recording of additional goodwill. The prefiminary
allocation of the acquisition cost is shown in the table below (in millions
of dollars). The valuation of intellectual property, including intangible
assets and acquired in-process research and development, is sub-
stantially complete, but the valuations of the other assets and liabilities
are preliminary. The allocation will be finalized when certain information
regarding the other assets and liabilities is known.

Goodwil, primarily deductibie $1,688
Acquired intangible assets, primarly o
product rights for marketed products 1,195
Acqmred mprocess research anddevelopment ........................... ok
Acquied el ngbis assats T cor
Total prefiminary allocation of acquisition cost $4,128

Acquired intangible assets will be amontized over 3 to 15 years
{average of approximately 10 years). Tax deductible acquired in-pro-
cess research and development was charged to income in 2006.
The net tangible assets acquired consist primarily of property and
equipment of approximately $530 million, trade accounts receivable
of approximately $250 millicn and inventories of approximately
$120 million, net of assumed liabilities, primarily trade accounts
payable, litigation reserves and other Fabilities.

In order to facilitate Boston Scientific’'s acquisition of Guidant, Abbott
also acquired 64.68 million shares of Boston Scientific common stock
directty from Boston Scientific and loaned $300 million to a wholly-
owned subsidiary of Beston Scientific. Abbott is required to dispose
of the shares by October 2008. Sales of the shares are limited to
approximately 5.4 million shares per month until October 2007. The
amount recorded upon the acquisition of the shares includes a dis-
count to market, based on an appraisal, to reflect the value of the
restrictions on sale. On the date of acquisition, half of the shares were
recorded as available for sale in accordance with SFAS No. 115 and
the remainder under the cost method in accordance with APB No. 18.
As of December 31, 20086, all of the shares are recorded as available
for sale in accordance with SFAS No. 115. The loan, which is due in
April 2011, is guaranteed by Boston Scientific and bears a favorable
effective interest rate of 4 percent, which is reflected in the valuation
of the note receivable. In connection with the acquisition of the shares,
Boston Scientific is entitled to certain after-tax gains upon Abbott's
sale of the shares. Abbott would retain any gains on the sale of the
Boston Scientific shares up to a sales price of $23.83; Boston

Abbott 2006 Annual Report

Scientific would receive any after-tax gains on the sale of the shares
for the portion of the sales price in excess of $23.83 but lower than
$26.00; and Boston Scientific would receive one-half of any after-tax
gain for the portion of the salas price in excess of $25.99. Based on
an appraisal, Abbott recorded approximately $114 million for this
gain-sharing derivative financial instrument liabfiity. In addition, Boston
Scientific agreed to reimburse Abbott for certain borrowing costs on
debt incwred to acquire the Boston Scientific shares. After Abbott
incurs the first $10 million of interest cost on debt incurred to acquire
the shares, Boston Scientific will reimburse Abbott for the next

$60 million of interest cost. Reimbursement for the incremental
interest cost will be in the farm of additional common stock of Boston
Scientific, payable 18 months after the acquisition. Abbott recorded
approximatelty $55 million for this interest derivative financial instrument
asset. The effect of recording the shares, the loan to Boston Scientific
and the derivative financial instruments at fair value on the date of
acquisition resulted in the recording of additional goodwill of approxi-
mately $204 million, The financial assets and liability acquired from
Boston Scientific wers valued and recorded at acquisition as follows
(in mifions of dollars):

Boston Scientific commaon stock $1,326
Mot tom o6
Dematweﬁnancaalmstmmentsnet (59)
Total $2,096

In 2005, Abbott acquired the remaining interest in a small medical
products company that was previously accounted for under the equity
method of accounting and a less than 50 percent equity interest in a
small medical products company. The aggregate cash purchase price
was approximately $25 million. Acquisition accounting resulted in the
recording of non-tax deductible goodwill of approximately $69 million,
intangible assets of approximately $22 million and a charge of approxi-
mately $17 million for acquired in-process research and development.
In 2005, Abbott acquired additional rights related to HUMIRA for
approximately $270 million, which are being amortized over 13 years.

In 2004, Abbott acquired TheraSense, Inc., a feader in the develop-
ment, manufacturing and marketing of blood glucose self-monitoring
systems, for approximately $1.2 billion in cash; i-STAT Corporation,

a manufacturer of point-of-care diagnostic products for blood analysis,
for approximately $394 million in cash; EAS, a nutritional company
with a portfolio of nationally recognized brands, for approximatety
$320 million in cash; and Spine Next, a manufacturer of orthopedic
spinal implant devices, for approximately $58 million in cash plus
additional milestone payments of up to $23 milion upon achievement
of future targets. Abbott also acquired certain other product technolo-
gies for approximately $352 million. These acquisitions resutted in

a charge of $271 million for acquired in-process research and devel-
opment, intangible assets of approximatety $1.3 billion, non-tax
deductible goodwill of approximately $923 miltion and deferred income
taxes of approximately $406 million. Acquired intangible assets,
primarily trade names, are amortized over 5 to 20 years (average of
approximately 14 years}.

Had the above acquisitions taken place on January 1 of the previous
year, consolidated net sales and incorme would not have baen signifi-
cantly different from reported amounts.
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Subsequen Event — Announced Sales of Businesses

On January 18, 2007, Abbott announced that it had agreed to sell its
core laboralory diagnostics business, including Abbott Point of Care,
to GE for $£..13 billion in cash. The sale is expected to close in the first
half of 2007 and is subject to customary closing conditions, including
regulatory asprovals. The carrying amount of the assets and liabilities
included in the sale is estimated to be approximately $2.6 billion and
net sales for these businesses were approximately $2.7 billion in 2006,
Abbott estirates tax expense of approximately $2.0 billion will be
recorded or the gain.

Financial Ccndition
Cash Flow

Net cash frcm operating activities of continuing opsrations amounied
to $5.3 billicn, $5.0 billion and $4.3 billion in 2008, 2005 and 2004,
respectively. The increase in cash from operating activities in 2008
compared tb 2005 is due to higher net earnings adjusted for after-tax
non-cash clflarges for acquired in-process research and development
and share-tased compensation and higher contributions 1o retirement
benefit plan:;; in 2005 compared to 2008; partially offset by higher
income tax payments in 2008, including tax paymenis related to

the 2005 reuinittances of foreign earnings under the American Jobs
Creation Ac]. In 2008, 2005 and 2004, $200 million, $641 million

and $482 rrillion, respectively, was contributed to the main domestic
defined ben l=ﬁ1 plan. Abbott expects pension funding for its main
domestic pe nsion plan of $200 million annually. The increased contri-
bution in 20 [)5 was due, in part, to the investment of cash remitted
under the Ainerican Jobs Creation Act of 2004. Abbott expects annual
cash flow from operating activities to continue to exceed Abbott’s
capital expenditures and cash dividends.

Debt and Capital

At December 31, 2006, Abbott’s long-term debt rating was AA by
Standard & >oor's Corporation and A1 by Moody's Investors Service.
Abbott has 1eadily available financial resources, including unused lines
of credit of $7.0 billion, including a $4 billion shont-term facility, that
support commercial paper borrowing arrangements. Subsequent to
the announ¢ ed potential acquisition of Kos Pharmaceuticals Inc.,
Standard ard Poor's affirmed its current debt ratings for Abbott and
maintained its current “stable” cutlook and Moody's Investors Service
affirmed its ument debt ratings for Abbott and affirmed its current
“negative” o Jtiook.

In October 2006, the board of directors authorized the purchase

of $2.5 billion of Abbott's common shares from time to time and

no shares were purchased under this authorization in 2006. In 2006,
2005 and 2004, Abbott purchased approximately 17.3 million,

30.0 million and 11.7 million, respectively, of its common shares
under prior authorizations at a cost of approximately $755 million,
$1.3 billion and $500 million, respectively.

Under a registration statement filed with the Securities and Exchange
Commission in February 2008, Abbott issued $4.0 billion of long-term
debt in 2006 that matures in 2009 through 2016 with interest rates
ranging from 5.375 percent to 5.875 percent. Proceeds from this debt
were used to pay down domestic commercial paper borrowings that
were incurred to partially fund the acquisition of Guidant's vascular
intervention and endovascular solutions businesses. The acquisition
of Kos Pharmaceuticals was financed primarily with commercial paper
borrowings. In addition, commercial paper borrowings were used to
repay $1.9 bilion of long-term debt in 2006. in 2005, Abbott borrowed
$1.9 billion of long-tarm debt that matures in May 2008 with variable
interest rates above LIBOR. In 2006, $1.8 billion of this debt was paid
prior to maturity. In 2004, Abbott issued $1.5 billion of long-term debt
that matures in 2009 through 2014 with interest rates ranging from
3.5 percent to 4.35 percent.

Waorking Capital

At December 31, 2006 current liabilities exceeded current assets

by approximately $669 million as a result of increased short-term
borrowings used to acquire Kos Pharmaceuticals in December 2006.
Working capital was $4.0 billion at December 31, 2005 and $3.9 billion
at December 31, 2004.

Capital Expenditures

Capital expenditures of $1.3 billion in 2006, $1.2 bilion in 2005 and
$1.3 billion in 2004 were principally for upgrading and expanding
manufacturing, research and development, investments in information
technology and administrative support facilities in all segments, and
for laboratory instruments placed with customers.

Contractual Obligations

The following table summarizes Abbott's estimated contractual
obligations as of December 31, 2006.

{doltars in milli >ns) Payment Due By Pericd
2012 and
Total 2007 2008-2009 2010-2011 Thereafter
Long-term de 3, including current maturities and future interest payments $ 9.148 $ 432 $2,775 $2,564 $3,377
-(‘)bérétiﬁ-g-léé*;-a-oﬁilda-flo-r\'s- .................................................... e a0 R RN SR
Capnahzed e ob‘[[ééub.nsl ................................................ e g s S -
Puchase commitmont s(a) ................................................................. ooy sgae i g ;
Other long-ter kabilies reflected on the consolidated dalancesheet — - ' B
Baneﬁiptanobllgahons ............................................................. gy 57 sz s
Total $15,484 $3,114 $3.921 $3.199 $5,260

{a) Purchase aymmitments are for purchases made in the normal coursa of business to meet operational and capital expenditure requirernents.
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Contingent Chbligations

Abbott has periodically entered into agreements in the ordinary course
of business, such as assignment of product rights, with other compa-
nies which has resulted in Abbott becoming secondarily liable for
obligations that Abbott was previously primarily liable. Since Abbott
no longer maintains a business relationship with the other parties,
Abbott is unable te develop an estimate of the maximum potential
amount of future payments, if any, under these obligations. Based
upon past experience, the likefihood of payments under these agree-
ments is remote. In addition, Abbott periodically acquires small
companies or product rights in which Abbott agrees to pay contingent
consideration based on attaining certain threshalds.

In connection with the acquisition of the common shares of Boston
Scientific, Bostan Scientific is entitled to certain after-tax gains, if any,
upon Abbott’s sales of the Boston Scientific shares. In addition,
Abboti has retained liabilities for taxes on income prior to the spin-off
of Hospira and certain potential liabilities, if any, related to alleged
improper pricing practices in connection with federal, state and private
reimbursement for certain drugs.

Recently issued Accounting Standards

In July 2008, the FASB issued Interpretation No. 48, “Accounting

for Uncertainty in Income Taxes.” This Interpretation requires that a
recorded tax benefit must be more likely than not of being sustained
upon examination by tax authorities based upon its technica! merits.
The amount of benefit recorded is the largest amount of benefit that
is greater than 50 percent likely of being realized upon uttimate settle-
ment. Upon adoption, any adjustment will be recorded directly to
beginning retained earnings. The Interpretation is effective for Abbott
beginning no fater than January 1, 2007, Abbott has not yet adopted
the provisions of this Interpretation. The adoption of this Interpretation
i not expected to have a material effect on Abbott’s January 1, 2007
balance sheet or the 2007 provision for income taxes.

In September 20086, the FASB issued Staternent of Financiat
Accounting Standards (SFAS) No. 157, “Fair Value Measurements.”
The new statement establishes a framework for measuring fair value
in generally accepted accounting principles and expands disclosures
about fair value measurements. This statement is effective for fiscal
years beginning afier November 15, 2007. Adoption of the provisions
of this staterment is not expected to have a material effect on the
results of operations or financial position of Abbott.
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Legislative Issues

In August 2006, the President of the United States signed the Pensicn
Protection Act of 2006. Among cther things, the Act establishes new
minimurn funding requirements for plan years beginning in 2008.
Abbott does not expect this Act to significantly impact future fundings
of its domestic defined benefit pension plans.

Abbott's primary markets are highly competitive and subject to sub-
stantial government regulation throughout the world. Abbott expects
debate 1o continue over the availability, method of delivery, and pay-
ment for healih care products and services. Abbott believes that if
legislation is enacted, it could have the effect of reducing access to
health care products and services, or reducing prices or the rate of
price increases for health ¢care products and services. It is not possible
to predict the extent to which Abbott or the health care industry in
general might be adversely affected by these factors in the future.

A more complete discussion of thase factors is contained in ftem 1,
Business, and item 1A, Risk Faciors on Form 10-K.

Private Securities Litigation Reform Act of 1995 —
A Caution Concerning Forward-Looking Staterents

Under the safe harbar provisians of the Private Securities Litigation
Reform Act of 1995, Abbott cautions investors that any forward-look-
ing statements or projections made by Abbott, including those made
in this document, are subject to risks and uncertainties that may cause
actual results to differ materially from those projected. Economic,
competitive, governmental, technological and other factors that may
affect Abbott’s operations are discussed in 1A, Risk Factors, to the
Annual Report on Form 10-K.
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Summary cf Selected Financial Data
{dodars in mitiions, dxcept per share data}

Year ended De cember 31 2006 2005 2004 2003 2002 2001 2000
Summary of Cperations:

NetSdes ] $224763 223078 196800 172803 152795 139185 115208
Costofprodussaia T e Tomain  eesaz | 77742 68008 61071 | 47624
essron s sovmopment@ S ostes ez ieses  rems | rares | iawa 12468
Saling, generts and adminisratve Seaior sases agois asoe1 | 3i2a6 34910 26696
Operating sarings s ooias adiss asses 26740 31516 14982 | 29819
o ST VI ¥ R T HNE TR W AL
lnterestanooma , ............ $.‘.h23?.)” pHESES BT (.4.1.:9) ........ Gy ey “Een
Ol Hccl a1 e $,,,(526 K PR aea 5595 RPN paia 4369
Coreings frorm 66 g DR B B B B L B :
operations be' oretaxes $ 2,276.4 46199 41256 3,387.2 3,321.Q 1,4836  3,385.0
B éé.rh‘h'g'é'f'réhi ......................................................................................................
continuing oprations SRS oo SB. W4 MO ZES.. 6
Eanings tom comurg cpeirs S imies Serr diss | asorBsw0 e nsa
e
from continuirg operations .12 L 217 208 160 183 .. 082 161
S g P R B B e S

from continuir g operations £ 112 2,186 2.02 1.59 1.62 0.82 1.59
Financial Post ion:

Workingcapital $ (6693) 39705 39088 26509 21196 492.4 30787
Long-term invastments  §$12299 1340 1458 4064 2508 647.2 638.0
Netpropertynd equipment """ "'$ 60464 60031 60079 62818 58281 55515 48169
Toalassets U Usaei7e2 20,412 287676 260893 235027 227855 147967
Longtermde:t ........... s ro0r . 5715 4,'{'8?.9””:: Sy 4274043355 | 10764
Shareholders’ investment $14,0542 14,4153 143258 130723 106646 90594 85709
B oty e P SRR L SRR TR e SR S
from continuing operations % 121 285 288 28 280 159 344
ook alun pr s, R e R o PP e us Tig
Other Statistics:

Gosspoftmargn % 63 524 49 850 864 861 587
Posaaen ane sovacamantiondisds. % oo ez se T Taa T erwr o
Net cash from operating actviies T e

of coniining dperations $52021 50474 43060 33852 335 30837 27800
Commmomanes TS e agrs iaers iosor iigsa sas s
oo s comarsdper e e s i 1o jos osa oss os | om
Comin aes e (n veusonc, 1697040 Tsinss 8bope Tsbisisisea0mn a0 isisens
Nomomorcrmonsaonos | mizewassees sz saew w0 101272
Nommeraiammes T e sgras ety seier s seam  asen
Sales per emoloyee fn dollars) $337,163 373948 324662 29%616?’”\':254‘:2:55____ 246,668 252,806
Varatpics s araonen s mey U soce e amis | seee s som
Méﬁkétﬁﬁce o s ow ¢ s JOpb sene 3375 RDope 4200 29375
Market price ser share - close $ 4871 3943 4665 4660 4000 5575  48.438

{a) In 2008, 2005, 2004, 2003, 2002 and 2001 Abbott also recorded pretax charges of $2,014, $17, $278, $100, $108 and $1,330 for acquired in-process research and development related
1o business & cquisitions.

74




Directors and Corporate Officers

Directors

Roxanne S. Austin
Former President and
Chief Operating Officer,
DIRECTV, Inc.

£l Segundo, Calif.

William M. Daley
Chairman of the Midwest,
JPMorgan Chase & Co.
Chicago, .

W. James Farrsll
Former Chairman and
Chief Executive Officer,
Minois Tool Works, inc.
Glenview, lil.

H. Laurance Fuller
Retired Co-Chairman

of the Board,

8P Amoco, p.le.
London, United Kingdom

Richard A. Gonzalez
President and

Chief Operating Officer,
Abbott

Jack M. Greenberg

Chairman,

The Western Union Company,
Greenwood Village, Colo,
Retired Chairman

and Chief Executive Officer,
McDonald's Corp.

Qak Brook, i,

The Rt. Hon. Lord Owen CH

Chairman of Europe Steel, p.lc.

London, United Kingdom

Boone Powell, Jr.

Retired Chairman,

Baylor Health Care Systemn
Daflas, Texas

W. Ann Reynolds, Ph.D.
Former President,

The University of Alabama
at Birmingham
Birmingham, Ala,

Roy S. Roberts
Managing Director,
Reliant Equity Investors
Chicago, .

William D. Smithburg
Retired Chairman, President
and Chief Executive QOfficer,
The Quaker Oats Co.
Chicago, i,

Mites D. White

Chairman of the Board
and Chief Executive Officer,
Abbott

Senior Management

Miles D. White*
Chairrnan of the Board
and Chief Executive Officer

Richara A. Gonzalez*
President and
Chief Operating Cfficer

Thomas C. Freyman*
Executive Vice President,
Finance and

Chief Financial Officer

Richard W. Ashley"
Executive Vice President,
Corporate Development

William G. Dempsey”
Executive Vice President,
Pharmaceutical
Products Group

Holger Liepmann®
Executive Vice President,
Global Nutrition

Joseph M, Nemmers, Jr.*
Executive Vice President,
Diagnostics and

Animal Health

Laura J. Schumacher*
Executive Vice President,
General Counsel and Secretary

Olivier Bohuon*
Senior Vice President,
International Operations

John M. Capek, Ph.D.”
Senior Vice Presidant,
Abbott Vascular

Thomas F, Chen”
Senior Vice President,
Nutrition International
QOperations

Edward J. Fiorentino
Senior Vice President,
Abbott and Executive
Vice President, TAP

Stephen R. Fussell*
Senior Vice President,
Human Resourcas

Robert B. Hance®
Senior Vice President,
Diabetes Care Operations

John C. Landgraf*

Senior Vice President,
Global Pharmaceutical
Manufacturing and Supply

Gary E. McCultough*
Senior Vice President,
Ross Products

Edward L. Michae!"
Senior Vice President,
Medical Products

James L. Tyreg”
Senior Vice President,
Pharmaceutical Operations

Corporate Vice Presidents

Carlos Alban,
Vice President,
European Operations

Greg E. Arnsdorff
Vice President and Praesident,
Point of Care

Alejandro A. Aruffo, Ph.D.
Vice Prasident,

Global Pharmaceutical
Development

Catherine V. Babington
Vice President, Public Affairs

Michael G. Beatrice, Ph.D.
Vice President, Corporate
Reguiatory and Quality Science

Charles M. Brack
Vice President, Chief Ethics
and Comphiance Officer

Wiliam E. Brown ill, Ph.D,
Vice President, Diagnostic
Assays and Systems
Development

Douglas C. Bryant
Vice President, Abbott
Vascular, Asia/Japan

Jaime Contreras

Vice President, Diagnostic
Commercial Operations,
Europe, Africa and Middle East

Thomas J. Dee )
Vice President, Internal Audit

Charles D. Foltz
Vice President, Vascuiar Solutions

Robert E. Funck
Vice President and Treasurer

Honey Lynn Goldberg

Vice President and
Associate General Counsel,
Medical Products Group

Lawrence E. Kraus

Vice President, Manufactuning,
Global Pharmaceutical
Operations

Zahir A. Lavji

Vice President, Global
Commercial Operations,
Abbott Diabetes Care

Elaine R. Leavenworth
Vice President,
Government Affairs

John M. Leonard, M.D,
Vice President, Global
Pharmaceutical Research
and Development

Greg W. Linder*
Vice President and Controfler

*Denotes executive officers
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Richard J. Marasco
Vice President,
Nutrition international,
Europe and Canada

Heather L. Mason
Vice President,
International Marketing

Mark Masterson
Vice President, Pacific, Asia
and Africa Operations

P. Loreen Mershimer

Vice President, Pharmaceuttical
Products, Integrated

Healthcare Marketing and Policy

Sean E. Murphy
Vice President, Gilobal Licensing/
New Business Development

Daniel W. Norbeck, Ph.D.
Vice Prasident, Global
Pharmaceutical Discovery

D. Stafford O'Kelly
Vice President,
Latin America and Canada

Donald V. Patton, Jr.
Vice President, Diagnastic
Global Commercial Operations

Kevin P. Rhatigan

Vice President and President,
U.8. Cardiovascular
Commercial Qperations

AJ J. Shoultz
Vice President, Taxes

Preston T. Simons
Vice President, Information
Technology

R. Nicholas Spaulding

Vice President and President,
International Cardiovascular
Commercial Operations

Eugene Sun, M.D.
Vice President, Global
Pharmaceutical
Clinical Development

Mary T. Szela
Vice President, Commercial
Pharmaceutical Operations

John B. Thomas
Vice President, investor Relations

Michasl J. Warmuth
Vice President,
Global Engineering Services

Glenn S. Warner
Vice President,
Japan QOperations

Susan M. Widner

Vice President, Corporate
Marketing
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Shareholcler and Corporate Information

Stock Listiny

The ticker symbol for Abbott's common
stock is AB™, It is listed on the New York,
Chicago, Lendon and Swiss exchanges.
It is traded on the Boston, Philadelphia and
National Stcck Exchanges, as well as on

the NYSE Arca and NASDAQ iM markets.

Quarterly Dividend Dates

Dividends ae expected to be declared and
paid on the following schedule in 2007,

pending approval by the board of directors.

Paid

Quarter

_Declared Record

LS 1005
L2 | W15/08

Tax Informa ion for Shareholders

Abbott is ar. linois High Impact Business
and is located in a U.S. federal Foreign
Trade Sub-:’one {Sub-Zone 22F).
Dividends may be eligible for a
subtraction from base income for

llinois incore tax purposes.

If you have any questions, please contact
your tax adviser.

Dividend Reinvesiment Plan

The Abbott Dividend Reinvestment

Plan offers registered shareholders an |
opportunjty to purchase additional shares,
commissior -free, through automatic
dividend reilwestment and/or optional
cash investrnents. Interested persons
may contact the transfer agent, call
Abbott's Invastor Newsline or write Abbott
Sharsholder Services. '

s
 215/08

Dividend Direct Deposit

Sharehciders may have quarterly dividends
deposited directly intc a checking or
savings account at any financial institution
that participates in the Automated Clearing
House system. For more information,
please contact the transfer agent, call

the Investor Newsline or write Abbott
Shareholder Services.

Annual Meeting

The annual meeting of shareholders will

ke held at 9 a.m. on Friday, April 27,

2007, at Abbott’s corporate headquarters.
Questions regarding the annual meeting may
be directed to the Corporate Secretary.

A copy of Abbott’s 2006 Form 10-K Annual
Report, as fited with the Securities and
Exchange Commission, is available on the
Abbott Web site at www.abbott.com

or by contacting the Investor Newsling.

CEC and CFO Certifications

In 2008, Abbott’s chief executive cfficer
{CEQ) provided to the New York Stock
Exchange the annuai CEQ certification
regarding Abbott’s compliance with the
New York Stock Exchange's corporate
governance listing standards. In addition,
Abbott's CEO and chief financial officer
filed with the L1.S. Securities and Exchange
Commission all required certifications
regarding the quality of Abbott's public
disclosures in its fiscal 2006 reports.

_tnvestor Newsline .
(847} 937-7300

Investor Relations
Dept. 362, APBD2

Shareholder Services
Dept. 312, APGD2

Corporate Secretary
Dept. 364, AP6D2

Abbott

100 Abbott Park Road

Abbott Park, IL 60064-8400 U.S.A.
(847) 937-6100

Web Site
www.abbott.com

Global Citizenship Report

Visit www.abbott.com/citizenship to read
Abbott's current global citizenship report.

Transfer Agent and Registrar

Computershare N
F.O. Box 43078

Providence, Rl 02940-3078

(888) 332-2268
www.computershare.com

Shareholder Information

Shareholders with questions about their
accounts may contact the transfer agent,
call the Investor Newsling or write Abbott
Shareholder Services.

Individuals who would like 1o receive
additional information or have questions
regarding Abbott's business activities

may call the Investor Newsline, write Abbott
Investor Relations or visit Abbott's Web site.

Some statem,ents in this annual report may be forward-looking statements for purpases of the Private Securities Litigation Reform Act of 1995.
Abbhott cauticns that these forward-looking statements are subject to risks and uncertainties that may cause actual results to differ materially from
those tndlcatlad in the forward-looking statemants. Economic, competitive, governmental, technologica! and other factors that may affect Abbott's
operations ale discussed in Item 1A, "Risk Factors,” in our Securities and Exchange Commission 2006 Form 10-K and are incorporated by reference.
We undertak > no obligation to release publicly any revisions to forward-looking statements as the result of subsequent events or developments.

Abbott tracem:,rks end products in-licensed by Abbott are shown in italics in the text of this report. Crestor and Herceptin are not tradernarks of Abbett Laborateries.

€ 2007, Abbott Laboratorias
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